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DO REGULATIONS REDUCE THE SENSE OF OBLIGATION ? 


Recent Events in Fire Insurance Tending to Illustrate the Emphasis Placed upon Tech- 


nical Observance of Rules. 


The great increase of rules and 
regulations adopted by fire insurance 
boards and associations in their at- 
tempt to regulate competition has 
brought the inevitable result, namely, 
more strict insistence upon the tech- 
nical application of such rules and 
less regard for the general spirit and 
intent of a competitive agreement. 
The more you hedge a man about with 
law the less his sense of obligation to 
the broader purposes of co-operation, 
and the more he insists on observing 
the stric: letter only and defends what 
under other circumstances might be 
considered a departure from good 
practices. 

Moreover, in these days, when 
minorities or small majorities are 
often able to enact laws and rules for 
the government of the whole which 
all do not approve, there isa moral 
justification for the man who lives 
up to the strict line and letter of 
the law to which he objects, and 
exercises perfect freedom of judgment 
or action onall things without the 
range of such technical application. 

The modern complexity of rules 
and regulations in fire insurance has 
grown naturally out of the original 
attempts to limit competition by the 
so-called ‘‘gentlemen’s agreement”’ in 
which the spirit and broad intent of 
the thing was supposed to govern al- 
most entirely, and not the technicality. 
But these agreements were gradually 
found to be ineffective. The sense of 
obligation thereunder was insufficient 
to prevent competitive evils. There 
were many loopholes and mental 





reservations which made avoidance 
easy. 

Out of this situation grew the 
adoption of additional rales and defini- 
tions to qualify and enlarge the 
“‘gentlemen’s agreement’’ so that it 
would be better understood in its 
application, leaving no room for a 
difference of opinion as to*what is 
meant. By stopping one loophole af- 
ter another, these regulations have 
grown until today a properly organized 
local board is a _ nearly perfect 
piece of machinery for the govern- 
ment and regulation of competition, 
bringing all down to a common level, 
so far as price is concerned. 

Two recent instances, about which 
there has been much discussion, well 
illustrate this point. One is the case 
of an agent who utilized technicalities 
to secure an advantage over his fellow 
agents, and the other, the case ofa 
board which insisted upon a strict 
technical interpretation of rules in 
order to prevent one agent from main- 
taining a seeming advantage over 
others. 

The first is the well-known case of 
the Cook County insurance in Chi- 
cago. A certain agent who had acloser 
knowledge of the situation than any 
one else filed a bid for the insurance 
at the rate prevailing on the day the 
bid was made. Shortly thereafter 
new and higher rates were issued and 
all subsequent bids were made upon 
the basis of the new rate. The agent 
who made the solitary lower bid had 
secured binders to cover the risk and 
made a deposit to cover his bid in good 
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faith. It was accepted and all the 
others thrown out. 

The Chicago board took the matter 
up and decided that the new rates 
were those which applied to the prop- 
erty at the time the insurance was 
written and that the agent making the 
lower bid and placing the insurance 
at the lower rate had been guilty of a 
rebate. The agent insists that he did 
not rebate but used, as he was obliged 
to, the prevailing rates at the time the 
bid was made. He secured an injunc- 
tion to prevent the board from taking 
any adverse action on the charge. 

We have given only the main facts. 
There are many minor details. It 
seems to us that the agent is strictly 
within technical requirements. The 
county commissioners asked for bids 
on certain property. The agent made 
a bid on a certain day at the rate pre- 
vailing that day, depositing his check 
with the commissioners as a guarantee 
that he would carry out the terms of 
his bid and secured binders from the 
companies covering thesame. That 
closed the matter for him and he was 
bound to carry out his contract. Deal- 
ing aS we are with technical obliga- 
tions, it is of no consequence whether 
the agent knew that higher rates 
were subsequently to be issued, or 
thought that the bids of all other 
agents would be made in accordance 
with the higher rates. He followed 
the strict application of the rules and 
by so doing gained his case. He had 
little, perhaps, to do with the enact- 
ment of the rules or the making of 
the rates. That was done by the or- 
ganization of which he was a member. 
As a member, he was obligated strictly 
to observe the rules, whicn he did. 

The question then arises whether 
there was any further obligation upon 
him to his fellow members. Was it 
his duty to tell them that he had made 
a bid on a certain day ata certain 
rate, and that if the other agents 
wanted to stand an equal chance with 
him they must do likewise? 

There may be a moral obligation of 
this kind, but perhaps not. Local 


underwriters’ associations deal with 
rules and regulations and do not en- 
deavor to set up moral standards for 
their members. The moral obligation 
in this case depends entirely upon the 
point of view. Those who won the 
case feel that they did so by superior 
skill and manceuvering, and they hold 
that no one can object so long as they 
strictly observed the rules. Those 
who lost the case naturally feel that 
they have been ‘‘beaten’’ by the other 
agent whom they think should have 
been more considerate of their in- 
terests and less secretive in his plan of 
campaign. 

It is a very delicate question. The 
agent in this case evidently did not 
intend to write the insurance contrary 
to the rules. If he utilized technicalities 
to defeat his competitors, does not the 
fault lie with the system which was 
responsible for such _ technicality, 
rather than with the man who takes 
advantage of its defects? 

The other instance referred to oc- 
curred in Detroit, where a local agent 
who made the practice of furnishing 
expensive surveys to his customers 
without cost, was fined by the local 
board for rebating, on the ground 
that the surveys represented a valuable 
consideration and indirectly reduced 
the cost of insurance to the property- 
owner. 

In this case we find the board in- 
stead of the agent insisting upon 
technicalities, and the agent instead of 
the board claiming that there should 
be a broader applicaton of competitive 
obligations. He holds that it is per- 
fectly proper for him to furnish these 
surveys, that it is a good thing for the 
assured, helps him to understand and 
improve his risk, and that to make a 
competitive ‘‘crime’’ of such action 
on his part is to stand in the way of 
real progress in the business. 

Here again the existence of the sys- 
tem compels us to look at the matter 
in its technical phases. If this isa 
rebate under the technical application 
of board rules the agent, in our opin- 
ion, is liable to fine, and the fact that 
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he is thus fined does not touch the 
broader question of merit involved, 
nor does it really prevent the agent 
from furnishing the surveys if he 
desires to do so. 

His technical obligations to other 
board members would probably re- 
quire that the assured should pay the 
cost of surveys. In other words, 
agents who do not give this valuable 
consideration would be placed at a 
disadvantage. It does not seem to us 
that in forcing the charge of rebating 
against the agent concerned the local 
board is necessarily preventing the 
improvement of risks. On the con- 
trary, we are inclined to think that 
this action will enforce a more gen- 
eral use of the surveys, possibly by 
some central authority, not connected 
with any agency, from which all 
property-owners and all agents may 
at any time secure a competent and 
trustworthy survey. 

Those of us who look at these ques- 
tions from the outside can see more 
clearly, perhaps, their true application 
than those who are immediately con- 
cerned, whose interests are involved, 
whose prejudices and feelings are 
excited. If we had less rules in fire 
insurance, the moral obligations would 
probably be stronger. It is undoubt- 
edly true that a ‘‘gentlemen’s agree- 
ment’’ today would be better observed 





than ever before, for we have ad- 
vanced in moral business sense, and 
business honesty is really quite ‘‘in 
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vogue.’’ Since we have evolved from 
the ‘‘gentlemen’s agreement’’ to agree- 
ments which are hedged about by a 
multitude of rules and regulations, it 
may be that evolution will proceed in 
the other direction; that gradually we 
shall get down tosimpler forms where 
the obligation imposed upon the mem- 
bers of these associations is a real 
moral one and not one which is com- 
prised so largely of technicalities. 

We need less law and less rule about 
everything we do, less restraint and 
less attempt to button things down 
tightly and prevent, as we too often 
do, the free play of natural, healthy 
forces. Every man for himself should 
try to do less legislating for others, 
and do what little he does better. We 
can all profitably spend more time in 
improving our own moral atmosphere, 
in creating for ourselves better busi- 
ness conditions, than in trying to de- 
vise and enact rules for the regulation 
of other men’s conduct. Simplicity 
is, after all, one of the best things in 
life. A few fundamental principles 
for the government of human action 
is really all that is necessary, and 
between men who really trust each 
other laws and rules and regulatons 
are almost unnecessary. 





TREND IN FIRE INSURANCE TOWARDS WRITING OF LARGE LINES. 
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At certain periods of time, a con- 
viction is forced upon the thoughtful 
underwriter, that the method of con- 
ducting the business is undergoing a 
process of change. 

We are today suffering from the 
need of necessary fire insurance cap- 
ital, a need which must be supplied; 
which is evidenced by the tentative 
effort to supply it. Fire insurance is 
indispensable. 

We learn now and then that a new 
company is under organization, not a 


small company, for the capital pro- 
posed is usually not less than $500,000. 
Then again we are told that some half 
dozen foreign companies are about to 
touch our shores to act combinedly in 
the securing of $100,000 lines, and 
again we hear of small companies at 
home acting conjointly. The com- 
panies of small capital in the wide and 
fruitful field of the ‘‘Metropolitan 
District’’ are seeking honorable retire- 
ment or giving up individual mange- 
ment, and entering large agencies; 
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and then we have also the licensed 
brokers securing here and there and 
everywhere what are termed ‘‘surplus 
lines,’’ and if current tales are true, 
the supply of such surplus lines is 
quite equal if not in excess of the 
seeking of the brokers. This con- 
dition is by no means healthful under- 
writing. 

One needs to be no prophet to fore- 
tell the organization at an early day, 
of companies possessing large capital 
to write large lines, and large lines 
only; lines of say $50,000, when this 
present fevered, unsettled condition 
of the business will pass away. 

The great prevailing power of ready 
communication, both material and in- 
tellectual—material in our improved, 
and still improving railroad facilities, 
and intellectual in the now wide spread 
influence of the telegraph—and the 
general use of the wonderful telephone, 
coupled with the necessary typewriter 
and stenographer, have concentrated 
intellectual labor, and, as a whole, 
cheapened its cost. We might say, 
with at least a touch of truth, that 
time and space, as regards mercantile 
life, are now almost annihilated, and 
that which a short time since was the 
work of a week of time is now hardly 
the work of a day. 

When we appreciate the recent de- 
velopments of our industrial interests, 
their combination, termed ‘‘trusts,’’ 
their vast proportions and the wide 
field of their operation, we must ask: 
How is this working power sustained? 
And the answer appears to be that 
without the aids just before men- 
tioned, their successful operation, as 
well as that of all large mercantile 
interests, would be impossible. 

Does not this tell the how and the 
why? We must not put new wine in- 
to old bottles. We cannot stem the 
flood tide of progress—we must meet 
it. 

In underwriting, these large de- 
velopments of industry lead to large 
lines—and why should they be avoid- 
ed? The question is of securing an 
average number of risks, and that 








only, which can be readily obtained; 
and it matters not, as to safe, sound 
underwriting, whether the line is made 
$1,000 or $100,000, if you obtain this 
average. 

Large lines bring greater safety in 
underwriting than small ones—great- 
er economy of expenditure if the risk 
is entirely covered by insurance, ev- 
idenced through the ‘‘80 per cent.’’ 
and ‘‘full coinsurance’’ clauses; for 
this full protection through a pre- 
mium, gives greater salvages, and 
consequently, the rate of premium 
may be made much lower, than under 
small lines; and again under large 
lines, full insurance, a smaller num- 
ber of risks is required to secure a 
sufficient volume of premium to main- 
tain the integrity of the company, 
and furthermore, the character of the 
hazards can te better known, and 
more efficiently cared for. 

If the line is placed at $5,000 there 
are 20 risks to be surveyed and cared 
for, 20 policies to be written, 20 separate 
insurers, with a possible 20 different 
characters to become acquainted with, 
to secure $100,000 of insurance ; where- 
as, if the line is placed at $100,000 
these 20s are reduced to 1; and while 
the expense of the underwriting may 
not thus be reduced from the figures 
20 to 1, no underwriter can consistent- 
ly deny, that such expense must be 
greatly reduced thereby. 

That large lines may be safely writ- 
ten, needs no clearer demonstration 
than is found in a glance at the meth- 
ods of the New England Factory Mu- 
tuals, a combination of several com- 
panies, of which the Boston Manufac- 
turers Mutualis one. They scientific- 
ally survey, they demand certain re- 
quirements, they watch their risks, 
and know them. Their line is limit- 
less—a blanket policy. They carry 
over $1,400,000,000 of insurance; in 
volume equal to 5 per cent. of all the 
business of fire insurance transacted 
in the United States. 

The business is conducted at an ex- 
pense and loss account of not more 


Continued on Page 112. 
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WHAT AMERICAN AND FOREIGN COMPANIES REINSURE. 





Showing the Percentage of Risks Reinsured to Total Transactions. Prepared for the Journal of Insurance 


Economics from Figures Originally Published in the New York Journal of Commerce. 


AMERICAN COMPANIES. 


; Risks in Force Amount Per 

Name of Company. at End of 1903. Reinsured. Cent. 
Atlanta-Birmingham .... $11,109,718 $1,729,440 15.5 
EC rer 730, 122,654 89,818,464 12.3 
Agricultural............. 262,604,400 11,232,200 4,2 
American Central....... 237,112,735 17,130,985 7.2 
American Fire (Phila.).. 214,436,274 26,880,015 12.0 
Assur. Co. of America... 69,260,415 3,848,677 5 
British American....... 29,282,354 2;473,209 4 


Citizens’ (St. Louis)..... 143,815,536 102,329,870 2 
Commerc’! Union (N. Y.) 28,616,767 9,204,317 32.1 
vonnecticut............. 411,341,476 21,893,915 3 
Continental ............. 1,061, 224,052 25,828,191 4 
0 Pace 8,323,344 246,908 2.9 
Fire Association......... 479,089,148 39,613,558 8.2 
Fireman’s Fund......... 365,462,515 48,514,965 13.2 
Georgia Home........... 38,413,012 4,405,590 11.4 
German (Freeport)...... 444,849,121 4,686,990 1.1 
German-American....... 1,024,048, 243 189,762,143 18.5 
Germania Fire.......... 493,547,848 39,060,808 i. 
Glens Falls.............. 241,907,101 21,882,007 9.0 
Greenwich .............. 346,745,533 44,532,935 12.8 
Globe and Rutgers...... 116,179,971 1,170,785 1.0 
EOI rE re 463,587,911 58,516,936 12.6 
Hartford................ 1,309, 211,966 13,668, 134 1.0 
Home (New York)...... 1,447,790,975 255,371,259 17.6 
Home Fire & Marine..... 109,244,799 14, 278, 266 13.1 
Indemnity Fire.......... 31,193,709 6,165,357 19.7 
Ins. Co. of N. America. . 684, 758,679 48,399,262 ik 
| Ta ne ee 34,609, 182 2,318,635 6.6 
Mechanics & Traders.... 33,680,962 7,326,138 2.1 
Michigan Fire & Marine. 53,868,303 4,837,198 8.9 
Milwaukee Mechanics’... 209, 293, 267 22,910,925 10.9 
National Fire........... 677,164,103 106,678,635 15.7 
National Union Fire..... 73,743,173 3,894,132 5.2 
New York Fire........ 32,156,086 1,669,875 5.1 
Niagara Fire............ 386, 249,795 46,538,517 12.0 
Northwestern National. . 327,021,475 17,994,209 5.5 
Sa 155, 223, 241 13, 259, 257 8.5 
ER ey ee 37,773,840 6,536,984 17.3 
Pennsylvania Fire....... 452,992,895 59,415,904 10.9 
Phenix (Brooklyn).... 766, 163, 272 46,272,106 6.0 
Phoenix (Hartford)...... 538,475,744 24,560,826 4.5 
Providence Washington. 234,711,902 49,022,408 29.4 
Queen of America....... 407,451,394 30,376,094 7.4 
St. Paul F.&M......... 257,684,541 14,584,476 5.2 
Springfield F. & M...... 482,144,996 66,516,152 13.7 
Traders’ (Chicago)...... 175,121,274 16,353,361 9.3 
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Risks in Force Amount Per 

Name of Company. at End of 1903. Reinsured. Cent. 
United States Fire...... $75,453,913 $15,956,720 21.1 
Virginia F. & M........ 50,088,568 6,565,281 13.1 
Westchester............. 361,629,694 35,062, 428 9.6 
Williamsburgh City..... 186, 401,426 14,046,652 7.5 
Te . .$16,871,531,633 $1,715,337,099 10.2 

FOREIGN COFMPANIES. 

Aachen & Munich...... $96,616,682 $8,512,837 8.9 
British America......... 127,464,930 7,103,940 5.6 
Commercial Union....... 432,639,518 35,514,853 8.2 
Hamburg-Bremen .. 204,735,543 7,060,910 3.4 
Law Union & Crown.... 43,073,932 4,131,135 9.5 
Liv. & Lon. & Globe.... 1,201,493, 564 242,935,652 20.2 
London Assurance..... 225,024,698 21,114,307 9.3 
London & Lancashire.... 382,812,197 45,844,465 11.9 
Manchester ............. 189,422,995 20,527,787 10.8 
ee 327,728,039 19,444,928 5.9 
North British & Mer..... 621,826,913 52,914,129 8.5 
Norwich Union.......... 301,885,353 27,707,300 9.1 
ae eee 160,600,577 20,201,712 12.5 
Phoenix Assurance...... 382,705,C89 69,863,641 18.2 
| ee 927,057,812 124,473,919 13.4 
Royal Exchange......... 193,451,524 39,074,389 20.1 
ho ya 5 15,290,471 407,150 2.5 
Scottish Union & Nat.... 423,123,881 111,232,229 26.2 
Sun of Londom........... 358,399,016 22,893,838 6.3 
ce 117,659, 220 14,578,783 12.3 
Union Assurance........ 151,296,590 25,599,512 16.2 
Western Assurance...... 253,545,683 23,567,966 9.2 
Rc Naleicey borkcnw eee wek $7,137,854, 227 $934,705,482 13.1 
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than ten cents for every $100 written. 
The period of their existence covers 
more than half a century, and the 
average of loss to the number of risks 
when loss has occurred during their 
existence does not exceed $2,500. They 
employ no agents, no brokers. They 
have never assessed their ‘‘deposit 
notes’’ and never litigated in the ad- 
justment of a claim for loss. 

So much for scientific fire under- 
writing of unlimited lines. 

It is not be denied that in carrying 
out so radical a change from present 
methods as establishing large line con- 
tracts in the business of the companies 
hitherto writing only lines compara- 
tively light, it must require time, 
patience, and generous co-operation 
among the leading companies, but 


the effort is not impractical, and the 
result when reached would give satis- 
faction to the true underwriter, as 
well as the insurer; for the latter 
would then obtain his insurance at a 
much lower rate of premium than at 
present, the entire property would be 
protected, and the business would be 
placed thereby in a much healthier 
condition than now exists. 

Again, it must not be forgotten that 


much small line business must be 
cared for—probably under prevailing 
conditions of management; but why 
should there not be aretaildepartment, 
so to speak, in the fire insurance busi- 
ness as in all mercantile transactions. 

At all events large lines are in the 
air, and will eventually reach us; the 
question is how the companies will 
meet the demand; for insurance must 
be supplied, it is a need which admits 
of no compromise. 
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ADJUSTMENTS AN INDISPUTABLE FIELD FOR CO-OPERATION. 





WRITTEN FOR THE JOURNAL OF INSURANCE Economics By W. A. HOLMAN, PHILADELPHIA, 


In a discussion regarding commis- 
sions published in a recent issue of the 
Journal of Insurance Economics it was 
clearly shown that great difference of 
opinion exists among managing under- 
writers regarding the question of rates 
and commissions. 

On the one hand it is claimed that 
rates should not be made until uni- 
form commissions are fixed, and on 
the other hand that no agreement re- 
garding commission should be made 
until rates are adjusted to the haz- 
ards involved. It is quite evident, 
therefore, that there is considerable 
manceuvring ahead for position be- 
fore it will be possible for a large 
majority of the companies to get to- 
gether on the same platform. 

There may be reasons for a lack of 
co-operation among companies regard- 
ing premium income, but it would 
seem that no serious reason can be 
urged against co-operation along the 
lines of outgo, commissions of course 
excepted, and taxes as well which are 
fixed by law and apply equally to the 
just and unjust. In other words there 
seems to be no reason why the prin- 
cipal outgo of insurance companies, 
‘*Losses,’* should not be handled as a 
whole, instead of individually as at 
present. 

The adjustment of losses lack sys- 
tem and parties are often assigned as 
adjusters who are utterly inexperi- 
enced and incompetent. When it is 
considered that the loss ratio for all 
companies combined averages nearly 
60 per cent., representing an outgo of 
approximately $100,000,000 yearly 
(conflagration years excepted), it will 
be seen that there is an opportunity 
to save a large amount by a more 
systematic and businesslike adjust- 
ment of claims. 

The present method of handling 
losses individually by companies is 
expensive, especially where many 
companies are interested, and where 


the adjustments can be better handled 
by two adjusters than by twenty or 
more. When a loss occurs it needs 
immediate attention to prevent fur- 
ther damage, but as a rule the assured, 
acting under poor advice or from 
lack of advice, neglects or refuses to 
handle the damaged articles at a time 
when much damage could be saved. 

If a large number of companies are 
interested, no one adjuster feels that 
he can assume the authority to direct 
the assured how to care for his prop- 
erty, and no action is therefore taken 
until a majority of the adjusters ar- 
rive, which may be a week or more 
after the fire occurred. Probably 
hundreds of thousands of dollars are 
lost by reason of inattention to dam- 
aged property immediately after a 
fire. 

The assured looks upon the placing 
of his insurance as one transaction 
and expects the adjustment to be 
treated in a like manner, and his sur- 
prise may be imagined when he finds 
himself confronted with anywhere 
from ten to thirty or more adjusters 
of various ages and degrees of experi- 
ence. A multitude of adjusters leads 
to confusion and makes the assured 
more suspicious and less inclined to 
work in harmony with them. 

There is no reason why an insur- 
ance policy should not be treated the 
same asany other business contract, 
especially where it is a part of the 
statute law, but in many cases the 
companies either through the ignor- 
ance of adjusters, or from fear of pos- 
sible suit or to influence the volume 
of premiums are lead to throw aside 
all the safeguards of a policy, and to 
pay in full after a very superficial ex- 
amination, if any, as to the circum- 
stances of the fire, and as to the 
claimant’s interest in the property. 

How many cases are there where 
losses are paid on buildings without 
any investigation of the records to 
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‘ascertain the condition of the title? 
It is probable that such examination 
is not made in over one case in ten. 
No loss on buildings should be ad- 
justed without a certificate from the 
proper officials as to title and this 
should be made a necessary part of 
the proofs and should be furnished by 
the claimant and at his expense. 

Again stocks of all kinds, with 
different percentages of damage are 
being constantly adjusted on the 
‘‘jump”’ plan, principally for the rea- 
son that the adjusters representing 
the companies are not disposed to 
take the necessary time, or possibly 
are not qualified to take the stock up 
item by item. Inasmuch as these 
**jumps”’ are made with parties who 
know what they are doing, it is rea- 
sonable to believe that there are few 
cases where the companies get the 
best of the bargain. 

Losses on machinery, heavy and 
delicate, out of date and up to date, 
totally destroyed and slightly dam- 
aged are daily settled by guess on the 
part of the company representatives, 
many of whom probably never saw 
similar machinery, and who know 
practically nothing about any kind of 
machinery. 

Most of the adjustments at the 
present time are made by special 
agents who also have inspections and 
agency work to attend to, and no 
blame is to be attached to them be- 
cause they do not take time to in- 
vestigate all of the circumstances 
surrounding a claim. Nor is it any 
serious reflection upon their intelli- 
gence in stating that in many cases 
they are not competent to deal with the 
claims presented, because. of the multi- 
tude of other duties put upon them by 
their companies, making it practically 
impossible for them to fully inform 
themselves so as to _ intelligently 
handle the great variety of cases con- 
stantly arising. Present adjustments 
are therefore not only crude but ex- 
pensive. 

There is also a lack of effective co- 
operation in fraudulent cases, and the 


companies generally are losing the 
effectiveness of a combined experience. 
There are many cases where frauds 
are being committed, first on one 
company, and then on another, by the 
same party, which would not be the 
case if the companies were acting to- 
gether in the adjustment of claims. 
Then again the rapidity and looseness 
with which adjustments are made, 
and the apparent ease with which 
claims are collected encourage in- 
cendiarism, and the companies are 
again the victims of unbusinesslike 
methods. 

A complete reform in the manner of 
adjustments should save from 5 per 
cent. to 10 per cent. of the present aver- 
age outgo yearly of about $100,000,000 
which would be a very comfortable 
sum to retain in the treasury of the 
companies interested and would be 
equivalent to a marked increase in 
rate, and would not, like premiums 
received from increased rates, be re- 
duced by commission, taxes, et cetera. 

This reform can only be accomplished 
by placing the entire country, divided 
by districts, if you please, in the hands 
of well-known competent men, who 
Shall have charge of the actual as- 
signment of adjusters to each claim, 
and to whom shall be referred all 
questions of non-concurrence, as well 
as all questions involving the extent 
of liability and validity of each claim. 

The National Board Committee on 
Adjustments in a recent report unani- 
mously recommended co-coperation in 
all matters pertaining to loss adjust- 
ments and point out reforms which 
should be brought about as follows: 


1. Economy in time and expense. 


2. Concerted action as to discounting of 
claims. 

3. Co-operation in resistance to aggressive or 
dishonest claims, and in the prosecution of in- 
cendiaries. 

4. The accumulation of statistics and infor- 
mation on all points connected with the losses 
and adjustments. 


This idea is being satisfactorily 
carried vout, to some extent in New 
York City, and it would seem that the 
plan could be likewise carried out in 
other larger cities, and throughout the 
country districts as well. 
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VARYING COMMISSIONS PROPER BASIS OF AGENCY COMPENSATION. 





WRITTEN FOR THE JOURNAL OF INSURANCE ECONOMICS BY LEWIS H. SPEIR OF NEWARK. 


The relationship between fire insur- 
ance companies and their agents is an 
old one, and the custom of paying a 
remuneration to the agents to secure 
risks dates back many years. The 
method, however, of determining this 
remuneration or proportion of the 
premium allowed them and known as 
commission, has not kept pace with 
the advances made in other branches 
of insurance. 

We have evolved insurance engi- 
neering, schedule rating, nationaland 
local boards, and many other things 
in line with the modern business 
necessities of accuracy in detail, but 
the commissions have jogged along 
without much change for years. Now 
there seems to have commenced a re- 
consideration and discussion of the 
subject among the companies and a 
number of meetings are being held 
with this object. An attempt, there- 
fore, to consider the question in its 
general outlines may not be out of 
order. 

At present the percentage of the 
premium allowed to the agent varies. 
The usual rough and ready method is 
to give him from 25 per cent. to 40 per 
cent. on what is known as preferred 
business and 10 per cent. to 25 per cent. 
on other classes. This separation 1s 
based on the idea that the preferred 
business is so much more profitable 
than other classes ‘that it is the part 
of wisdom for the company to offer a 
high remuneration for it. The system 
of schedule rating which is becoming 
so general is intended, among other 
things, to change this condition by 
rating each class of risk so that the 
percentage of profit will be approxi- 
mately the same on all. In thus pro- 
viding an equal profit on all classes 
the incentive toward competition to 
secure any one Cluss is presumed to be 
removed, and there is springing up a 
strong feeling, though it is not as yet 
reflected in general practice, that if 


the profit on each class under schedule 
rating is the same then no one class is 
more desirable than the other, and 
only one rate of commission should be 
paid. This feeling is a most natural 
one but it leaves out of account the 
conservative tendency of underwriters 
to secure a good risk at a low rate 
rather than a poor risk at a high rate 
and, more important, the parts into 
which a commission is divided from 
the standpoint of an agent’s interests. 
These divisions, like those into which 
the company’s income is separated, 
are the expense ratio, loss ratio, and 
the profit ratio. 

The expense ratio represents the 
cost of maintaining an office, salaries, 
rents, stationery, railroad fare, sur- 
veys, entertainment, etc. The loss 
ratio is due to the bad debts inevitably 
contracted. The profit is the remain- 
ing portion of the premium. 

The proportion of the premium in 
any one division varies with localities 
and conditions. A country agent 
whose business must be gathered over 
large areas will have a higher expense 
ratio and a higher loss ratio thana 
city agent, with a correspondingly 
lower profit ratio. The city agent on 
the other hand, living as he does among 
a concentration of values obtains the 
larger proportion of his business at a 
minimum of expense and effort, but 
must have a larger profit ratio for 
living purposes. 

With these differences in mind it 
will be readily appreciated that a fixed 
commission which does not take into 
account the average class expense to 
agents in obtaining risks, the profit 
and the varying economic conditions 
as between city and country, leaves 
out of account too many powerful 
factors ever to become a practice. 

Eliminating then from our con- 
sideration the fixed commission on all 
classes and accepting the varying 
commissions as correct, by what 
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should such a varying rate of commis- 
sion be determined? The common 
sense answer would seem to be that it 
should be determined first, by the 
desirability or quality of the risk, and 
second, by the needs and demands of 
the agent who procures the risk for 
the company. The character or quality 
of the risk as a regulating factor in 
the commission is already recognized 
by the higher conmmission paid on 
what is known as the preferred class, 
but the present method of determining 
the risks which belong in this class is 
open to criticism. Occupancies such 
as schools, churches, dwellings, which 
are classed as non-hazardous, are 
grouped together in the highest class, 
mercantile risks with an occasional 
special hazard form another and some- 
what lower commission class, with the 
body of special hazards forming an- 
other and still lower commission class. 

The risks contained in these com- 
mission classes vary widely with 
localities and companies but in gen- 
eral the distinctions are as above. 
These commission divisions are sup- 
posed to represent the scale of desira- 
bility of risks to the company and as 
the desirability of a risk is determined 
by its internal and external hazards, 
the commission and the rate which 
measures the hazards should be in ac- 
cord. At present, however, no attempt 
is made to harmonize these two and 
the class of occupancy is made the sole 
basis for the commission paid. 

It is true that certain classes of oc- 
cupancies usually receive low rates 
and are therefore good risks and other 
classes usually receive high rates and 
are not so good, yet it is unquestion- 
able that if either one is to be taken 
as indicating the desirability of any 
risk to a company it should be the 
rate which is the measure of the haz- 
ards rather than the class of occu- 
pancy. A dwelling with a planing mill 
exposure may be rated twice as high 
as a jewelry factory unexposed, yet 
the rate of commission on the dwelling 
will be double that on the jewelry 
factory, though the dwelling is much 





more apt to be damaged by fire. Such 
instances might be multiplied indefi- 
nitely. 

It would seem then under these con- 
ditions that it would be far wiser for 
the companies to proportion their 
commissions on the quality of the risk 
as evidenced by its rate rather than 
by the looser methods of its occupancy. 
To do this would not be difficult. It 
would be, of course, impracticable to 
proportion the commission by each 
slight variation in rate, but a series 
of certuin fixed rates with the accom- 
panying commission could easily be 
determined which would be broad 
enough for all working purposes and 
yet be much more accurate in repre- 
senting the desirability of a risk than 
the present methods. 

Up to this point the commission has 
only been considered in the light of 
the relationship of the company and 
the risk, now it is necessary to con- 
sider the second factor; the needs of 
the agent who secures the risk for the 
company. These needs have been 
sketched in the earlier part of this 
article and of necessity must play an 
important part in any scheme of com- 
mission. It would not be practicable 
to pay a low commission where the 
expense and trouble in securing a risk 
are great, nor good business to pay a 
high commission where the expense 
and labor of securing a risk are slight. 

A commission based as above sug- 
gested, on the scale of desirability of 
a risk as measured by its rate, adjusts 
matters very equitably. The highest 
commissions would be paid on those 
classes in which the agent’s expense 
ratio is greatest and his profit smallest, 
while the increasing remuneration for 
low rated risks would offer him an in- 
centive to secure the bestrisks. At 
present it is often much more ad- 
vantageous to an agent to securea 
high rated risk, the higher the better, 
rather than a low rated one, and the 
company is placed in the position of 
offering a higher reward for what is 
less desirable to it. 

As an instance in point—take a mill 
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constructed mild hazard factory, 
rating at 50 cents, on which the com- 
mission under the suggested plan 
would be say 25 per cent., or the 
highest paid. On a $10,000 policy the 
premium would be $50.00 and the 
commission 25 per cent. of $50.00 or 
$12.50. Compare this with the present 
method of paying 15 per cent. on a2 
per cent. risk carrying a $10,000 policy. 
The premium here would be $200.00 
and the commission 15 per cent. of 
$200.00. or $30.00. 

It is thus under the present system 
about twice as desirable for the agent 
to secure the poorer risk. Under the 
proposed system with the rate of com- 
mission decreasing with the advance 
in hazard and rate the percentage 
paid on the latter risk would be say 
7% per cent. on a $200.00 premium, or 
$15.00—but a little more than in the 
first case. ° 

The agent’s incentive to secure the 
poorer and higher rated risks would 
thus be minimized. This seems a more 
logical method than offering a reward 
which increases as the quality of the 
risk decreases. 

In following such a system we make 
a great advance over present methods 
and place good risks at least on an 
equality with poor ones but it may be 
felt that a distinct incentive other 
than the regular commission should 
be given the agent to use his best 
judgment in his company’s interest. 
This incentive could be supplied by a 
profit sharing agreement between the 
agent and the company based on the 
net result of a year’s business. Such 
an agreement would tend to make an 
agent conservative and careful and 
would answer well the purpose for 
which it was intended. It is already 
in use by several companies under the 
name of a contingent commission. 

In considering further the effect of a 
commission on an agent and his needs, 
the difference between an agent ina 
large city and an agent in a small city 
or country town must be borne in mind. 
The agent in the small town must work 





for all of his business and seek after 
it often over large areas. In the large 
cities there are congested districts and 
single factories where the concentra- 
tion of values is so great that every 
available source of insurance is sought 
after by the owner with avidity and 
large amounts of insurance come to 
an agent without effort on his part. 
So true is this that in some cities the 
mere securing of an agency for a com- 
pany guarantees him a good in- 
come. 

Much careful thought and intelligent 
consideration need to be given to these 
differences. In both cases the re- 
muneration to the agent should be 
sufficient to cover his expense and loss 
ratio and yield enough profit to war- 
rant men of high moral standing and 
business ability in entering the field, 
yet in neither should it be so high that 
it allows an extreme profit, for this 
inflicts an unnecessary cost on the as- 
sured. 





NEW YORK ADJUSTMENTS. 


The committee on losses and adjustments es- 
tablished by the New York Board of Fire Un- 
derwriters in 1902 has made a report covering 
the second year of its existence, and as the data 
contained therein is of considerable value to 
those interested in the adjustment problem, we 
quote some of the significant points brought out 
in connection therewith. They show, in the 
first place, a substantial increase in the number 
of losses handled by the committee and an in™ 
crease in the percentage cost of making the ad- 
justments, this increase being entirely due, how- 
ever, to a marked advance in the cost of the 
services of appraisers, experts, lawyers, etc., 
engaged in the settlement of losses. The per- 
centage cost of adjusting and office expenses 
has actually decreased. 

The committee explains that the increased 
cost of expert service is due partly to several 
very difficult adjustments involving expensive 
appraisals, but chiefly tothe fact that the com- 
mittee has resisted the paymemt of certain sus- 
picious or clearly fraudulent claims. It says: 
‘* Five more or less important cases of this 
kind have had to be dealt with during the year 
at rather heavy expense.” The committee is 
satisfied that its work has been very beneficial 
to insurance interests, especially in increasing 
the risk for those who make fraudulent claims 
and in bringing about, as a whole, a much 
healthier atmosphere in the matter of New York 
city adjustments. 
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BEARING OF RECENT DISASTERS ON CAREFUL INSPECTION. 





The important question of the scien- 
tific inspection of tire hazards is now 
occupying especially the attention of 
thoughtful underwriters. 

If an object lesson were needed to 
emphasize this importance, to demon- 
strate the utility, the necessity of 
such intelligent and scientific inspec- 
tion, it could be found in contemplat- 
ing the disasters which we now famil- 
iarly term the ‘‘Iroquois’’ and the 
**Slocum.”’ 

The ‘‘Iroquois,’’ a first-class theatre 
in the western city of Chicago, took 
fire during the matinee performance 
of aspectacular play, and nearly 600 
people perished in the disaster. The 
*Slocum,’’ an excursion steamboat, 
plying in the rivers and harbor of 
New York and vicinity, took fire while 
1,600 excursionists were on board, and 
over 1,000 of these excursionists are 
known to have perished. The ‘‘Iro- 
quois’’ was a western, the ‘‘Slocum’’ 
an eastern disaster, hence if blame is 
to attach to these similar disasters, 
it cannot be argued that it was due to 
local conditions. 

In the case of the ‘‘Iroquois,’’ the 
municipal authorities in Chicago, 
failed to dutifully inspect the theatre, 
and insist upon the enforcement of 
existing municipal laws for the con- 
struction of buildings, and their equip- 
ment for the protection of human life. 
In the case of the ‘‘Slocum,’’ the 
authorities similarly failed in duty; 
going yet farther in such failure in 
permitting a false impression of se- 
curity, in the exhibition of rotten 
hose, and dangerously worthless life 
preservers. 

The ‘‘Iroquois’’ and the ‘‘Slocum”’ 
each carried a large line of fire insur- 
ance, distributed among quite a num- 
ber of our honored companies; yet, 
apparently, in neither case was the 
risk intelligently or properly in- 
spected by these companies as a whole, 
or any one of them, no insistence by 
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any one of them having been made 
for a careful conduct of the business 
carried on; nor even the provision of 
the simplest, yet most efficacious ex- 
tinguishers of an incipient fire, viz: fire 
pails, or barrels filled with water, 
freely distributed and_ especially 
placed in such localities on the risk 
as were most liable to fire inception, 
and so distributed as to be readily ac- 
cessible in the handling. 

Regarding these fire insurance com- 
panies, singly and as a whole, many 
in number and of our largest, most 
honored corporations, is it not almost 
incredible that none of them fulfilled 
their duty as underwriters? Had one 
alone of them insisted upon the re- 
quirements of intelligent, scientific 
inspection the history of these dis- 
asters might have been wanting in 
horror. 

It is gratifying to perceive the tend- 
ency of the time to a more careful, 
more intelligent, more scientific in- 
spection of fire risks, of instructions 
to insurers for the prevention of fire 
loss, and insistence upon restrictions 
tending to such prevention as wellasa 
perfect maintenance of these condi- 
tions and requirements. When such 
course of action has been faithfully 
pursued, very great, very beneficial 
results have ensued. The New Eng- 
land Factory Mutuals have for a long 
time pursued such course of action, 
their lines are practically unlimited, 
and this unremitting vigilance and in- 
telligent action has proved of great 
power in reducing their combined 
loss and expense to not more than 
ten cents upon every $100 written, 
against 90 cents to those companies 
where no such course is pursued. 

If such course of action had been 
pursued in the insuring of the 
‘‘Troquois’’ and the ‘‘Slocum”’ it 
would seem to be reasonable to infer 
that these fires could have been ex- 
tinguished at inception and the almost 
unparalleled calamities thus _pre- 
vented; and without giving considera- 
tion to saving property of great value 
from annihilation, a most important 
consideration in counting the cost of 
insurance, the passing of 1,600 or mcre 
of human lives might have been 
averted. 
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UNDERWRITER’S ATTITUDE TOWARDS IMPROVEMENT OF RISKS. 





CONTRIBUTED TO THE JOURNAL OF INSURANCE ECONOMICS. 


The extraordinary fire waste which 
has recently occurred in the United 
States, largely the result of conflagra- 
tion, when considered inits relation 
to insurance in the unusual enhance- 
ment of the loss item, tempts joint 
remedial action by the companies. 

It would at first seem that the relief 
should lie in the enhancement of the 
premium, a general raising of the 
rates; but in taking this view ofa 
remedy we are immediately confront- 
ed with its injustice to the insurer and 
its impracticability, and in pursuing 
the inquiry, we must furthermore ask 
whether the condition, of conflagration 
—controlled as is all fire loss through 
average, a well known factor in in- 
surance—may not be already provided 
for in the prevailing conduct of the 
business of the companies. 

Beyond the question of the advisa- 
bility of the raising of the rates which 
always brings about lively competition 
among the companies, through what 
is termed ‘‘cutting,’’ thus submitting 
the insurer to reckless underwriting, 
with the attendant evil of a change of 
companies; this simple raising of the 
rates by percentage, does not meet the 
difficulty in the intelligent manner 
which should be always followed by 
the underwriter, for it cannot be 
determined with sufficient accuracy 
what general percentage ought to be 
adopted. 

We have already stated that the 
loss through conflagration, is like all 
fire loss governed by average. It has 
always been with us in most astonish- 
ing periodical regularity. It has been 
met, and must be met, and when the 
method of joint stock insurance under 
a capital and surplus was adopted, the 
measure must have been taken with a 
view to meet extraordinary loss, and 
the hazard of conflagration. 

These companies as organizations 
are permitted to use the capital placed 
with them, by investing it, retaining 





the accretion under such investment, 
denominated ‘‘surplus’’ to be used in 
meeting these enumerated special de- 
mands for loss—the policyholders 
periodically contributing a tax, called 
a “‘dividend”’ paid to the stockholders 
for their risking of the capital and 
the benefit which the company may 
derive from the profits of its invest- 
ment. 

Again, the companies may keep in- 
vested such of the income as may 
not be momentarily needed for dis- 
bursement, and such accretion may 
be also added to and form a portion 
of such surplus, and by this method 
of preparation, to meet an unusual 
demand for fire loss, or a conflagration, 
is effective, and a just action towards 
both the stockholder and the insurer. 

The cause of ‘‘bad years’’ is not an 
unsolvable problem. Bad seasons in 
trade and manufacture, short crops 
and their unprofitable disposition, 
even great expansion of industrial in- 
terests, where carried beyond the limit 
of safety, will bring about abnormal 
fire loss. 

The cause of conflagration is not so 
easily determined. When the inception 
is considered it seems so trivial, we 
wonder why it was not checked be- 
fore becoming almost uncontrollable; 
and yet, as already stated, conflagra 
tions are periodic in character. New 
York City suffered in 1835, then there 
came a lull until 1866, a period of say 
thirty years, then came Portland, 
Chicago, Boston occurring bet ween 1866 
and 1872. Again there came a lull of 
about thirty years, and from 1900 to 
1904, Jacksonville, Waterbury, Pater- 
son and Baltimore fell into line, with 
‘‘a bad quarter of an hour’’ at Roches- 
ter. 

The work of the underwriter in 
preparing to meet the disaster of con- 
flagration does not end with the se- 
curing of a fund, for beyond it lies 
the duty of effort at prevention. Ifa 
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company possesses a small capital and 
a light surplus, it should be careful 
in the distribution of its ‘‘block lines’’ 
and thus avoid'the possibility of con- 
tending against such disaster; inclin- 
ing to let the business growth be grad- 
ual, from year to year, content if the 
volume of premium annually secured 
is sufficient to preserve the integrity 
of the company; awaiting the time 
when the volume of surplus will war- 
rant the risk of large ‘‘block lines.’’ 


The underwriter should make every 
effort possible to bring about a safer 
condition against fire in densely 
populated cities, especially in their 
“congested districts’’ through strin- 
gent, well executed municipal laws 
and also through scientific inspection, 
and thus compel the owners of prop- 
erty to secure and maintain any 
possible improvement in the risk, 
which may avert the accident of 
fire. 





RATE CUTTING AS IT APPEALS TO THE LOCAL AGENT. 








WRITTEN FOR THE JOURNAL OF INSURANCE Economics By D. C. MURCHISON. 








There is a point in the price of every 
product and in every service below 
which they cannot be supplied with- 
out loss. If continuously supplied at 
this price bankruptcy follows. It is 
especially so in fire insurance. 

From the experience of underwrit- 
ers in the United States through a 
period of about ninety years, and in 
England for more than a hundred 
years, the average fire loss on the 
various classes of property has been 
approximately determined. With this 
knowledge underwriters have gen- 
erally adopted a schedule of minimum 
rates, below which it is suicidal to go. 

In spite, however, of this reasonable 
precaution the ‘‘death knell” of an 
‘underwriter’ is frequently heard— 
burned out of business, surplus and 
capital had to go to pay losses. 

The fearful mortality among fire 
insurance cumpanies is shown by the 
fact that in one state, New York, from 
1871 to 1892 there were 138 companies 
with over $30,000,000 capital burned 
out of business. 

Destructive fires will occur, or 
there would be no need of insurance. 
Sometimes a town will go for years 
without any fire lossatall. Here it 
seems that all premiums are clear 
profit and rates should be very low, 
but, when and where it is least ex- 


pected, a conflagration occurs, as 
recently in Baltimore and Toronto, 
and years of accumulations are swept 
away. 

In the face of these facts the prac- 
tice of rate cutting is a most unbusi- 
nesslike one. Ido not know that it 
is tolerated where known by any in- 
telligent managers; but for the sake 
of getting a little extra business, or 
gaining a reputation among some 
gullible people as being in a position 
to extend special favors, it is too often 
done by some locals. 

Over twenty years experience in 
local underwriting has developed 
nothing as aggravating, nothing as 
demoralizing to the business gen- 
erally, as rate cutting or paying a 
‘*bonus’’ to the assured in some way. 
In the South the Southeastern Tariff 
Association and its stamping offices 
have done much to curtail the prac- 
tice, but for a clean sweep it is 
necessary to have the right men be- 
hind the guns. 

A manager might be good enough 
to correct an occasional error in a 
daily report, he might patiently wait 
for a belated monthly account, but if 
he had a local who knowingly and 
wilfully jumped over into his neigh- 
bor’s territory and cut rates in any 
way, he should cast him off at once. 
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SUICIDE HAZARD AND ATTITUDE OF THE LIFE COMPANIES. 





Henry C. Lippincott of Philadelphia Discusses this Important Issue and Suggests a Basis of 
Common Action—Thinks the Danger to Companies Has Not Been Over-Estimated. 





Philadelphia, Pa., Aug. 4, 1904. 
Editor of Insurance Economics: 

I am much interested in the article 
on suicide hazard appearing in your 
July issue. While it is not the first 
reference to the rapid increase of 
suicide claims of late years, it is prob- 
ably the first to suggest a partial, if 
not complete, corrective of the tre- 
mendous abuses which have grown 
out of large insurances. The ‘‘ad- 
ditional insurance’’ clause, which you 
suggest, appears to me to be entirely 
practicable through a combination 
among the companies, and it may be 
that its adoption will reduce the num- 
ber of large insurances and correspond- 
ingly reduce the temptation which 
such insurances unfailingly present 
to all those who become financially 
embarrassed, and who are foolish 
enough to suppose their ‘‘honor’’ may 
be preserved by robbery of the com- 
panies, through suicide, for the bene- 
fit of creditors and dependents! 

If memory serves, it was about 1878 
or 1879 that Henry B. Hyde investi- 
gated the statistics of suicide as re- 
lated to life insurance, and ascertained 
that through a long series of years 
the claims thus arising were less than 
one-half of one per cent. of the total 
from all causes—a risk so inconsider- 
able that he resolved to assume it 
under reasonable conditions. Desiring 
to convince the public of the fact, 
not then credited but now abundantly 
established, that companies did not 
wantonly or unjustly resist claims, he 
introduced into the policies of the 
Equitable his famous “‘incontestable”’ 
clause, but with most excellent judg- 
ment limited its operation until three 
years after the date of issue of the 
contract. 

At that date insurances to the ex- 
tent of $100,000 were exceedingly rare 
and were invariably re-insured for 


the excess over $25,000, which was at 
that time, if I remember, the limit of 
most of the companies. Policies reach- 
ing into the millions on a single life 
had not then been dreamed of, and 
the actuary of that day would have 
stood aghast at their mention. Follow- 
ing the example of Mr. Hyde, relying 
upon the statistics upon which he 
based his action, and in keen rivalry 
with him, other companies introduced 
the ‘‘incontestable’’ clause, first with 
a three years’ limit, next with two 
years, next with one, and later with 
no limit at all! Coincident with this 
and running parallel with it was the 
growth of large insurances and the 
increase in suicides. The jump from 
$100,000 to $500,000 was easy. A 
million or more was soon to be had. 
What followed? Suicides sprang from 
one-half of one per cent. to upwards of 
three per cent. of the total number of 
deaths! If one could ascertain the 
precentage of amount to total death 
claims, as is likely soon to be done, 
the result would be a startling exhibit 
of the weighty and inexcusable bur- 
dens placed upon the average insured 
by the large insurers, from which 
class the suicides have chiefly sprung. 

If you will turn to the Specialized 
Mortality Investigation conducted by 
a committee of the Acturial Society of 
America, covering the experience of 
thirty-four companies for thirty years, 
you will find that ‘‘class one’’ is made 
up of those who are insured for $20,000 
or upwards. This is a meagre amount, 
truly, and one would think ordinary 
care, such as prevails in all offices, 
would suffice to keep the mortality 
within the limits of the table; but it 
isnotso. The death rate throughout 
was approximately 115 percent. of the 
table! Suppose, now the investigation 
had been made respecting those who 
carried $50,000 of insurance. In the 





































122 





Journal of Insurance Economics. 








light of every-day experience is it not 
safe to say that the mortality would 
have been shown to have been much 
higher? Go but a step further; as- 
sume that only $100,000 risks are 
under observation, and it is not all 
conjecture to say the death rate will 
be shown to be fully 150 per cent. of 
the expected, although our own ex- 
perience in this regard has been favor- 
able. 

May it be fairly inferred that the 
atsence of a suicide clause and the 
lurge insurances have operated to in- 
crease the mortality and add to the 
burden borne by the average insurer? 
Ithink so. Again, isn’t it quite prob- 
able that the atsence of the suicide 
clause has induced many men to 
favorably consider large insurances 
($100,000 and upwards), who other- 
wise would not have done so? I have 
known of many instances which justify 
this opinion. One of the most recent 
was that of a fairly well-to-do and 
respectable man, who, engaging ina 
mining speculation which required 
him to risk all his capital, insured his 
life for $50,000 on the term plan. His 
venture proved unsuccessful; finan- 
cially he was ruined. Within a few 
days after the one year limitation 
respecting suicide had expired he 
promptly died by his own hand! 

The foregoing may not interest you, 
but it has been evoked by your sug- 
gestive treatment of a subject which 
should command the immediate at- 
tention of all those life insurance men 
who are in any degree responsible for 
the unnecessary and avoidable losses 
inflicted upon their companies, at the 
cost of those who in no sense were 
fairly responsible, being the policy- 
holders with the average amount of in- 
surance. 

‘'o me the remedy for the present 
situation seems clear. Suicide follow- 
ing insanity, or where through disease 
or other causes the mental or moral 
faculties are obscured, need not enter 
the question. Practically all are 


agreed that where mentally the in- 
sured is incapable of judging of the 


character of his act the liability of the 
company should exist; but where one 
dies by his own hand obviously to 
create an estate, liability should be 
repudiated. The court of last resort 
time and time again, notably in the 
case of Ritter vs. the Mutual Life, 
has decided that the insured had no 
right, assuming sanity, by his own 
act to abbreviate the number of pre- 
miums which he would probably be 
required to pay, and in so doing 
voided the contract. Quoting from 
memory alone, my impression is that 
the court went further and suggested 
that the payment of suicide claims 
was against public policy and should 
be discouraged; at any rate numerous 
courts have so decided, and no one 
questions the justice of such a view. 
If then the encouragement of suicides 
given by the modern contract is 
against public policy, it is not to be 
doubted that a court upon the ap- 


' plication of a member of a _ purely 


mutual life insurance company will 
restrain that company by injunction 
from paying a suicide claim, such as 
we have in mind. This opinion is not 
mine alone, but is sustained by the 
concurrent view of several capable 
lawyers who have been consulted. 
The marvel is that so far no mem- 
ber of such an organization has in- 
voked the aid of the court to prevent 
the misapplication of trust funds in 
which he in common with others is 
directly interested; which may be as- 
cribed, not to indifference, but to 
ignorance of the vast amount of money 
annually and wrongfully diverted. 
The companies themselves have a 
safeguard in this course should they 
inéline to take or incite such action; 


but they are naturally reluctant to 
be placed in the position of denying 
the legal force of a contract which 
they characterize as ‘‘incontestable,”’ 
well knowing that such a contract is 
impossible where fraud exists—and 
of this suicide for robbery while sane 
is the highest expression. 

It would be idle to say that this 
matter is beyond the control of the 
companies. Through concert of action 
they have absolute command of the 
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situation. They can agree to re- 
pudiate liability for all fraudulent 
suicide claims, and will be amply sus- 
tained by an overwhelming public 
sentiment; but the first step in this 
direction must be a full and honest 
appreciation of the trust-relationship 
which they occupy. They must realize 
that robbery of the common fund by 
a fraudulent suicide is as heinous an 
offence as the stealthy appropriation 
of money by a trustéd officer, and 
should be treated accordingly. 

Why not return to saner methods? 
Life insurance is too firmly established, 
its worth and reliability are to deeply 
rooted in American consciousness, to 
cause a quiver of doubt or mistrust of 
its intention and ability to fulfill its 
high purposes. Why not, then, 
abandon those features of the con- 
tract which are invitations to fraud, 
eliminate liability for the class of 
suicide cases now in mind, making 
the payment of any suicide claims 
contingent upon proof of insanity or 
such approximation thereto as would 
lead humane and generous men to say 
unitedly, ‘‘Well, poor fellow, he could 
not help it?’’ 

If this suggestion is regarded as too 
violent a swing of the pendulum, al- 
though demanded by justice, how 
would the adoption of the following 
clause, or something expressive of the 
same intent, be regarded? 

Suicide or self-destruction within three years 
from the date of this policy is not a risk assumed 
by the company, except where it is judiciably 
ascertained that the insured died by his own 
hand while insane, in which case the liability of 
the company hereunder shall not be disputed. 


Should the insured die by hisown hand at any 
time after three years from date of issue, proof 
of insanity shall not be required; but the com- 
pany shall be liable only for so much of the 
amount of this policy as the number of pre- 


‘miums paid hereon bears to the number which 


would be paid had the insured lived out his ex- 
pectation of life. 

The above relates to ordinary life. 
Under the limited life or endowment 
policies the amount to be payable as a 
death loss may be the fractional part 
of the face of the policy represented 
by the number of premiums paid. 
That is to say, where three premiums 
have been paid on a twenty-year en- 
dowment or a twenty payment life 
three-twentieths will be paid; four pre- 
miums four-twentieths, etc. No pro- 
vision is made for term polices, under 
which in the opinion of many no risk 
from self-destruction should be as- 
sumed. 

I am aware that this does more than 
equity requires. It is indulgent, lib- 
eral, generous to those who fall by 
the way; but it has been urged with 
some force that companies can well 
afford to pay something beyond the 
reserve to those who abruptly termi- 
nate their contracts; and it may be 
that such a provision would be the 
entering wedge for a return to juster 
methods. 

The foregoing has been all too hastily 
dictated, in part at least out of a 
recognition of the service which your 
journal is rendering, and with the 
present hope of exciting further dis- 
cussion and the ultimate prospect of 
getting all things right. 

Henry C. Lippincott. 








ANOTHER PHILADELPHIA VIEW OF THE SUICIDE HAZARD. | 





Philadelphia, Pa., Aug. 4, 1904. 
Editor of Insurance Kconomics: 

It seems to be an almost universal 
tendency in American people to insist 
upon making themselves good and 
moral by enacting laws. The phrase 
‘“‘There ought to be a law against——’’ 
is on everybody’s tongue when any- 
thing happens of a tragic nature. It 
sometimes leads to absurdities in legis- 
lation, such as the suicide law of New 
York State, which punishes an at- 
tempt at suicide, but naturally cannot 
punish the successful committer of 
the crime. 


The tendency prevails largely among 
a class of highly trained men whose 
intelligence, one would think, would 
lead them to see the poinf of the 
homely adage ‘Charity begins at 
home.’’ Yet among the keen, shrewd, 
intelligent fieldmen in life insurance 
we find hysteric demands for anti- 
rebate laws, when a little reflection 
would show them that the way to stop 
rebating is to stop. 

In the home office the officers be- 
moan the dangers of the present-day 
liberal features of their policies, and 
think combined action ought to be 
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taken to check the dangerous ten- 
dency. Essentially a combined action 
among the companies would be the 
same as having a law enacted by the 
legislature. But one may be excused 
for asking ‘‘If youdo not think it safe, 
why do it?’ The answer is the old, old 
one—‘‘Because the other fellows do 
it!’’ 

The Journal of Insurance Economics 
discusses the question of the appalling 
increase of suicides committed for 
the purpose of paying debts or of 
providing for the beneficiary, and 
suggests as a remedy that the com- 
panies co-operate to ascertain by care- 
ful inquiry how much insurance it is 
safe to issue upon the life of any par- 
ticular business man. 

I do not think the remedy would 
work well. In the first place it is one 
that is practically in force now, and 
we have seen from experience that it 
does not prevent suicides. No com- 
pany carries an unlimited amount on 
any one life of itself; it has its own 
limit and re-insures the rest. Every 
applicant must state how mach insur- 
ance he is carrying, and itis at the 
option of the company to add to that 
insurance. While there is no agree- 
ment between the companies as to the 
total amount they will carry, no com- 
pany is bound to carry any more than 
it deems safe. 

It may be said that Mr. Jones who 


is now carrying $5,000 in a small com- 
pany ‘‘A,’’ can prepare to shuffle off 
this mortal coil by taking out $100,000 
in company ‘‘B,”’ and that it is not 
fair to the small company to be sud- 
denly saddled with the moral hazard. 
True; and for that very reason you 
will find that company ‘‘B’’ will never 
consent to be hampered by an agree- 
ment with company ‘‘A’’ by which 
the latter could veto the additional 
insurance. 

The true remedy in my opinon is a 
return to former restrictions in the 
suicide clause. Let it be stated in the 
policy that only the reserve will be 
paid in case of suicide, sane or in- 
sane. Company ‘‘A’’ will then be 
protected in the case of Mr. Jones, 
whether company ‘‘B’’ chooses to as- 
sume the moral hazard or not. Each 
company will thus be a law unto 
itself, and this is as it should be. 

It may be asked ‘‘Would it not be 
unjust in instances to enforce this 
clause? Suppose Mr. Jones has carried 
his policy for years in all good faith 
and commits suicide in a moment of 
temporary aberration?’ I would 
simply point to the actual experience 
of the older companies. Many such a 
claim has been paid in full by insur- 
ance companies, whose officers have 
tempered justice with mercy. They 
can be relied on to use similar common 
sense and liberality in the future as in 
the past. 

More individuality, less resort to 
laws and combinations is needed in 
our home offices. W. H. Lawton. 





POLICYHOLDER’S RIGHT TO 


THE INDIVIDUAL RESERVE. 








WRITTEN FOR THE JOURNAL OF INSURANCE ECONOMICS By JACOB A. JACKSON. 








The tetal reserve fund of a company is ascer- 
tained by calculating the reserve on each policy 
and adding them together. But this process by 
no means implies that each policyholder owns 
his own separate reserve.—President J. W. 
Alexander. 


The popular impression is that the 
individual policyholder does own ‘“‘his 
own separate reserve,’’ but neither 
technically nor in practice is this true. 
Technically, the fallacy involved in 
the popular notion may be shown by 
a simple illustration. 


Take, for example, a company hav- 
ing a present membership of 10,000, 
all of whom were insured, say three 
years ago at age 35, for $1,000 ordin- 
ary life, American Experience Table 
and 3% percent. interest. The total 
reserve today, at the end of the third 
year is $239,100. This reserve certainly 
belongs to the company—that is, to 
the 10,000 policyholders as a body, 
but no indivdual has other than an 
undivided and undetermined interest 
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therein. The so-called individual re- 
serve of $23.91, ascertained by divid- 
ing the total reserve by 10,000, is 
merely a fiction of bookkeeping—use- 
ful for many purposes, but a hypothesis 
only. 

To illustrate: Assuming that the 
deaths will occur as indicated by the 
mortality table and that the funds will 
earn just 3% per cent. interest, it may 
be demonstrated mathematically that 
the total reserve on hand at the end 
of the third year ($239,100), plus the 
future net premivms called for by the 
outstanding 10,000 policies, will just 
suffice for the payment in full of all 
of the said policies, as the same 
mature by death. This is not true in 
the case of a single policy and its pro 
rata share of the total reserve. 

The total reserve belongs to the 
whole body of policyholders, but the 
individual interest of each therein is 
an undivided interest—undetermined 
and indeterminable. If the reserve is 
correctly defined as the sum which, 
with future net premiums and inter- 
est at the assumed rate, will just 
suffice to pay the policy at maturity— 
and no one will dispute the accuracy 
of that definition as applied to the 
total reserve, then Omniscience alone 
can determine what is the amount of 
the reserve belonging toany particular 
policy. 

In the foregoing example—the exist- 
ing policies being all three years old 
—the contract which matures by the 
death of the holder at the end of the 
first day of the fourth year, will yield 
but one more premium and no inter- 
est at all. The necessary reserve in 
this case, therefore, is no less than 
$980.09, since it requires that amount 
plus future net premiums (one pre- 
mium of $19.91 and no interest), to 
make $1,000. On the other hand, one 
of the same policies (all now three 
years old), which is destined to run 
for 29 years longer, requires no pres- 
ent reserve whatever, inasmuch as 
the future net premiums alone at 3% 
per cent. interest, will amount to $1,- 
007.90, or more than the face of the 
policy, in 29 years. 


In like manner, if it were possible 
to know just how long each policy is 
destined to continue in force, it would 
be possible to say just how much, if 
any, of the accumulated reserve be- 
longs to each policy; but just as it is 
impossible in life insurance to base 
calculations of any kind upon a single 
life, so it is impossible to say how 
much of the accumulated reserve be- 
longs to any particular policyholder. 

This is not quibbling. The truth of 
the position is recognized in all life 
insurance practice. Companies do not 
venture to give to withdrawing policy- 
holders a full pro rata share of the 
accumulated fund—that is, the full 
individual reserve. Elizur Wright is 
quoted (whether rightly or not), as 
saying in effect that the pro rata re- 
serve belongs to the individual policy- 
holder as truly as do his deposits in 
the savings bank; but Elizur Wright, 
in framing the Massachusetts law, did 
not venture to permit the policyholder 
to withdraw on demand the full pro 
rata reserve, as he may withdraw his 
entire bank deposit. 

If a pro rata share of the accumula- 
tion belongs to the individual policy- 
holder, no one should question his 
right to withdraw the same at will. 


The great actuary recognized the fact 
that the men who are destined to live 
longest, and hence who have the 
smallest actual interest in the ac- 
cumulated reserve, are to be the very 
ones to withdraw first, leaving behind 
less than sufficient to carry to matur- 
ity the impaired risks that remain. 
Inasmuch, however, as no one can say 
with certainty how long he may live, 
it has been found expedient to allow 
as a cash surrender value a percentage 
of the pro rata or average reserve, 
though not the full amount. 

For many purposes it is necessary 
to know the pro rata reserve pertain- 
ing to each policy, and tables have 
been prepared showing the same for 
any form of contract at any stage of 
its existence. From these tables the 
reserve of each policy carried by the 
company at any given date is quickly 
ascertained, and the total reserve 
readily determined; but as stated by 
President Alexander, this does not 
mean that the pro rata or average re- 
serve belongs to the individual policy- 
holder. 
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MASSACHUSETTS SETTLEMENT OF THE PRUDENTIAL CONTROVERSY. 





FROM THE LIFE INSURANCE REPORT OF COMMISSIONER FREDERICK L. CUTTING FOR 1904. 


By the statutes of this Common- 
wealth very large authority is granted 
to the Insurance Commissioner in deal- 
ing with insurance companies. He 
may examine them and their agents 
whenever he deems it necessary, and 
require them to give answers under 
oath. If they refuse to furnish him 
information or to submit their books 
and records for examination, it is an 
offence against the Commonwealth. 
He is made the judge to decide 
whether a company is in such a finan- 
cial condition as to be admitted to 
transact business in this Common- 
wealth, and whether its financial con- 
dition is such as to entitle it to remain 
here. He values a company’s assets 
and computes its liabilities, and if it 
is doue in good faith there is no appeal 
from his decision. He has the duty 
and the authority to take the initiative 
in case he finds that a company is 
violating the laws or the provisions of 
its charter, or even if its condition is 
such as to render its further con- 
tinuance hazardous to the public or to 
its policyholders. These extensive 
powers were granted him for a pur- 
pose. It was intended that he should 
represent the people of the Common- 
wealth, in order that their insurance 
interests might be properly guarded 
and conserved. 

In the Insurance Commissioner’s 
report issued last year he, in obedience 
to what was believed to be his official 
duty, presented the facts relative to an 
attempt by the managers of the Pru- 
dential Insurance Company to. effect 
such an arrangement with the Fidelity 
Trust Company, by each corporation 
owning a majority of the stock of the 
other corporation, that the then Pru- 
dential managers might, were they 
so disposed, extend indefinitely their 
tenure of office as its directors, and at 
the same time possess individually only 
sufficient Prudential stock to render 
them eligible for such offices. It was 


shown that, although the court of New 
Jersey enjoined the plan for reciprocal 
ownership of stock, the Fidelity Trust 
Company did purchase sufficient of 
the Prudential stock so that it prac- 
tically controls the Prudential. The 
probable effect of such control of an 
insurance company by a trust com- 
pany was pointed out in that report 
and the further fact that the stock of 
such trust companies is held and often 
sold for prices which are unwar- 
ranted either by the dividends which 
have been paid or the surplus ac- 
cumulated. That report, pursuing the 
subject a little further, proceeded as 
follows: 


But from what precise state of affairs or con- 
ditions arises this opportunity for which shrewd 
men are willing to pay such prices? What has 
the insurance company to confer which is of 
such value to trust companies? Its funds and 
business; nothing else. But upon meagre funds 
no great hope could be built; with meagre 
funds no great enterprise could be financed. 
To carry them out requires great resources, as 
the president of the Fidelity well said; and if 
they are to be carried out through the instru- 
mentality of the insurance company’s funds, 
these funds at the command of the trust com- 
pany must be large. It is inevitable that, if a 
trust company is dependent upon an _ insur- 
ance company for success, it expects to make 
that success out of insurance company funds, 
and must have enough such funds at its com- 
mand to engage in the great undertakings which 
bring the big profits. That money may be both 
in the form of ‘‘deposits awaiting invest- 
ment,” as the description runs, or in loans, the 
limit of which, in either case, could be deter- 
mined by the directors of any trust company 
which either itself owns, or with its directors 
owns, a majority of the stock of the insurance 
company. They would expect, of course, to 
use whatever funds were necessary to finance 
the large enterprises whose profits are so sure 
that quotations of the stock of companies oper- 
ating them have a balloon-like tendency. 


That this was a correct diagnosis it 
is in order now to show; not, how- 
ever, for any personal purpose of 
vindication, but that those who are 
responsible for putting proper laws on 
the statute books for guarding the in- 
tersts of citizens of this Common- 
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wealth may have the facts before 
them. 

Now, while the Insurance Commis- 
sioner was prepared to lezrn that the 
insurance company had made large 
deposits in the trust company, as a 
result of the control of the Prudential 
by the Fidelity, he was greatly as- 
tonished when he discovered, upon 
investigation, that a larger amount of 
the Prudential assets than its claimed 
surplus was dependent for its value 
upon the solvency of the trust com- 
pany. In the first place, the insur- 
ance company had among its assets 
Fidelity stock which it valued and re- 
turned in its annual statement to this 
department at $2,400,000. Then, on 
December 1 last, it had, in addition, a 
deposit of nearly $6,500,000 with the 
Fidelity, besides having outstanding 
collateral loans secured in whole or in 
part by Fidelity stock, amounting to 
$500,000 more. As its surplus was in 
round numbers eight millions, it thus 
appears that an amount largely in 
excess of its surplus was at stake upon 
the Fidelity. 

To add to the seriousness of the 
situation, the insurance company de- 
clined to furnish to this department a 
statement of the condition of the trust 
company, and the Commissioner of 
Banking and Insurance of the State of 
New Jersey refused to give a sfate- 
ment of its condition which would 
afford sufficient information to form 
a judgment as to whether the trust 
company was in a satisfactory condi- 
tion or not. This department conse- 
quently faced this situation: here 
was an insurance company operating 
in Massachusetts which was so tied up 
with another corporation that it was 
not in a sound financial condition if 
that other corporation was worthless, 
and there was no way open by which 
this department could ascertain the 
exact condition of that other corpora- 
tion 

The commissioner deemed such a 
condition as hazardous to the com- 
pany’s policyholders and to the public, 
and took the step which the statute 





gives him the authority to take, and 
expects he will take, under such cir- 
cumstances, viz., of notifying the com- 
pany that it was his purpose to re- 
voke its authority to transact business 
in Massachusetts, and named the date 
when such revocation would take 
effect, as provided in the statute. He 
set forth in his missive of notification 
that the facts he had learned relative 
to the connection between the two 
corporations showed not only that the 
Prudential was dependent for solvency 
upon the Fidelity, but that the latter 
was in practical control of the insur- 
ance company. 

As was anticipated, the managers of 
the Prudential asked for and were 
granted a conference, when, to be 
brief, the situation was considered in 
detail, and an agreement reached 
which, although it does not remove 
all the reprehensible features of the 
close union between the two com- 
panies, will, if carried out in good 
faith, save a surplus to the Prudential 
even if all its assets which are depend- 
ent upon the soundness of the Fidel- 
ity drop outofsight. By this covenant, 
entered into by the executive officers 
of the Prudential, who were so author- 
ized by a vote of the company’s direct- 
ors, which was required here that the 
company’s records show the facts, it 
is agreed, in effect, with the Common- 
wealth of Massachusetts, that at no 
time while the Prudential shall trans- 
act business in Massachusetts shall its 
deposits in any single financial insti- 
tution, together with the loans made 
with the stock of such institution in 
whole or in part as collateral, and 
with the value, as given by the last 
annual statement by the company, of 
the stock of said financial institution 
owned by the insurance company, ex- 
ceed 50 per cent. of the net surplus of 
the Prudential as determined by the 
Massachsetts Insurance Commissioner. 

Upon the execution of this covenant 
the Insurance Commissioner consented 
to the withdrawal of the notice of re- 
vocation, and the company is still 
transacting business in Massachusetts. 
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It is evident that this truce by no 
means settles the question as to 
whether the State has any duty in the 
matter of protecting its citizens by 
the enactment of a law that shall pre- 
vent the control of life insurance 
companies by other corporations bent 
upon the use of insurance funds, by 
reason of such control, for its own 
ends and purposes in ways so craftily 
devised that they escape the restraints 
of the present law. 


It is deemed proper in this report to 
call attention of the General Court to 
the fact that the New Jersey Legisla- 
ture—but at whose instigation there 
is no positive knowledge at this de- 
partment—has given the Insurance 
Commissioner of that State rather 
extraordinary powers, by chapter 66, 
Acts of 1904. In effect it clothes him 
with authority to debar from New 
Jersey every insurance company of 
any State if the Insurance Commis- 
sioner of any such State refuses to 
accept, as final and conclusive, the 
assets and liabilities of a New Jersey 
company as determined by the New 
Jersey Insurance Commissioner, and 
disapproves of its method of con- 
ducting business and other affairs as 
approved by the New Jersey com- 
missioner, and in consenuence re- 
vokes its authority. If, for instance, 
an Insurance Commissioner of an- 
other State, should on the basis ie- 
quired by the laws of his State, value 
the policies of a New Jersey com- 
pany, and that basis impaired the 
New Jersey company and caused said 


commissioner to refuse to give ita 
license, it would seemingly be open to 
the New Jersey commissioner, if he 
did not believe that that basis was rea- 
sonable, to refuse to every company 
of the offending State authority to 
do business in New Jersey. In other 
words, it makes the Insurance Com- 
missioner of New Jersey judge as to 
whether the laws of other States are 
resonable and proper, if they conflict 
with the plans of a New Jersey cor- 
poration, and sets him up as a Solmon 
to decide for other commissioners 
what they shall believe as to assets, 
liabilities and methods, and all other 
affairs of New Jersey insurance cor- 
porations. It looks very much like an 
attempt on the part of interested 
parties of that State, in case the com- 
missoner of some other State does not 
approve of their methods, to enlist 
the insurance companies of the State 
for whom that commissioner acts to 
fightits battles, in order that they may 
not be disturbed in New Jersey. How 
it will work in practice remains to be 
seen. It is astep a little in advance 
of what has before been deemed ex- 
pedient, and of course means, under 
the operation of the retaliatory laws 
of other States, that, if one New 
Jersey insurance company so conducts 
itself that the commissioner of some 
State revokes its authority, and the 
New Jersey commissioner acts as he 
is empowered to do, every other in- 
surance company of New Jersey 
authorized in the State of the offend- 
ing commissioner will have visited 
upon itthe sins of the transgressor. 
It is to be doubted if in actual practice 
all the New Jersey insurance compa- 
nies will be ready to make this vica- 
rious sacrifice. 





NEW AND IMPORTANT LIFE 





EDITORIAL COMMENT ON COMMISSIONER CUTTING’S REPORT. 


INSURANCE ISSUE RAISED. 








It is hardly necessary to say that 
Commissioner Cutting’s statement of 
his views on this new and interesting 
problem of life insurance finance is 
most interesting, and this is equally 
true of the method by which he has 
made these views effective so far as 
the Prudential Insurance Company is 


concerned. We are led to take one or 
two points for comment. 

In the first place, we believe that 
Commissioner Cutting, in putting his 
convictions into force under the 
authority granted him by state stat- 
utes is acting as an honest and fear- 
less insurance commissioner should 








Journal of Insurance Economics. 


129 








act under such circumstances. With 
this conclusion all reasonable men 
must agree, even though, as in the 
case of the editor of this magazine, 
their feelings about the danger in- 
volved are not so acute or emphatic 
as those of the commissioner. Since 
Commissioner Cutting believes that 
the relations between the Fidelity 
Trust and the Prudential are danger- 
ous to the success and integrity of the 
latter, it is his clear duty to minimize 
this danger. And even if he has erred, 
it is better that he should err in the 
line of too much conservatism than 
over-confidence in the men who have 
been instrumental in establishing this 
unique and highly interesting con- 
nection between two financial institu- 
tions. 

In taking this attitude, however, 
the commissioner has been obliged to 
establish special rules of asset valua- 
tion. In other words, he departs from 
the long recognized standard of market 
values and holds that the circum- 
stances under which those market 
values are created must be considered, 
as well as the market values them- 
selves. This new standard may, as 
occasion warrants, be applied to other 
companies. We do not know of any 
other case where the specific ruling 
established would now apply, and yet 
with the modern interlacing of finan- 
cial interests between insurance com- 
panies and banks and trust companies 
and bond syndicates, conditions might 
alise which would lead the Massachu- 
setts commissioner to amplify and 
extend this new rule. 

It is evident, however, that the point 
which most excites the commissioner’s 
opposition is the control of the stock 
of the insurance company by the trust 
company, a condition which he is un- 
able to touch under existing laws. Our 
own view is that as a policyholder in 
the Prudential we should prefer to 
have its stock controlled and con- 
centrated in a responsible trust com- 
pany under government supervision 
than in the hands of individuals, who, 
ree from direct supervision or control 


or public scrutiny, would be much more 
likely to exploit the company for per- 
sonal gain. Indeed, it seems to us that 
those things in the past career of the 
Prudential Life which the Massachu- 
setts commissioner has criticised and 
opposed are directly traceable to the 
self-interested acts of the company’s 
individual stockholders, and that in- 
dividual stockholding does not neces- 
sarily guarantee greater safety or per- 
manence than the holding and control 
of such stock by a responsible trust 
company. 

We believe, however, that we are 
running against a broader proposition 
than stock control, namely whether or 
not we shall have life insruance trans- 
acted by stock corporations. ‘The 
atmosphere of the Massachusetts in- 
surance department is_ essentially 
‘‘mutual.’’ Until within two years 
no stock company has done business 
under a Massachusetts charter, and 
that charter was secured without the 
approval or willing consent of the 
present insurance commissioner. The 
splendid growth of mutual life insur- 
ance under Massachusetts law, estab- 
lished by Elizur Wright, and since im- 
proved by conservative insurance opin- 
ion, has developed in the Massachusetts 
department a tender and solicitous re- 
gard for pure mutual life insurance, 
in the prosperity and success of which 
all policyholders share, and of dis- 
trust for the stock plan whereby the 
profits and gains accrue to the 
fortunate holders of stock certificates. 
The Massachusetts department be- 
lieves, traditionally, that life insur- 
ance should be managed and run like 
savings banks, for the exclusive 
benefit and profit of premium de- 
positors. It is disinclined to recognize 
any different form of life insurance. 
It does not, apparently, accept the 
view that in the economy of business 
affairs there may be room for both 
stock and mutual insurance, just as 
business conditions have demanded 
the establishment of ‘‘national’’ as 
well as savings banks. The national 
banks, in which the stockholders reap 
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the profits, are as analogous to stock 
life insurance companies as mutual 
life insurance companies are to savings 
banks. 

In our opinion, the position taken 
by the Massachusetts department is 
the expression of its disapproval of a 
plan of insurance which may be ex- 
ploited for the benefit of stockholders, 
(either individuals or corporations), 
and inevitably leads to the considera- 
tion of this question: Shall the state 
treat stock companies as it does 
mutual companies; in other words, 
shall it apply the same laws, the 
same standards of valuation, the same 
rate of taxation. 

It may be found true that many of 
the burdens under which mutual life 
insurance is today laboring have 
grown out of the fact that stock com- 
panies organized for the benefit of 
stockholders and not policyholders, 
have been placed in the same classifi- 
cation with mutual companies and 
have enjoyed the same privileges. 
Are we being led imperceptibly 
towards a new conception in regard 
to the privileges and duties of life in- 
surance, a conception which may 
bring about a clash of interests be- 


tween the two plans of insurance? 

We feel obligated to at least open 
up the vista toward which the eyes of 
insurance men must eventually be 
directed, even though we do not feel 
able at this time to discuss this broad 
proposition with the intelligence and 
toleration which it demands. 

There is one more point in the com- 
missioner’s statement deserving com- 
ment, namely, his very caustic review 
of the retaliatory law recently enacted 
in New Jersey, evidently, as he con- 
siders, at the instigation of the Newark 
corporation directly concerned in the 
controversy. When, however, we 
consider the New Jersey law, does it 
actually confer powers upon the com- 
missioner of that state which are any 
more autocratic than those ontlined 
by the Massachusetts commissioner as 
being conferred upon him by Massa- 
chusetts law? Is it not largely a matter 
of the point of view? Do not all in- 


surance commissioners have extremely 
autocratic powers, not always of the 
same specific character, but all of the 
same general nature? 


Is that not the 


‘interstate 


essence of state supervision and is it 
rot the one defect which has led so 
many people to look with favor upon 
the substitution of nationalregulation? 

We have in the forty-six states of 
the Union the autocratic power of one 
commissioner arrayed against that of 
the others, each autocracy moved and 
controlled by its own particular inter- 
ests and point of view. The legislature 
and insurance department of New 
Jersey have their own traditions and 
their own prejudices in regard to in- 
surance matters, just as the depart- 
ment of Massachusetts has, but they 
chance to be different. From the New 
Jersey standpoint, the attitude of the 
Massachusetts department towards 
the Prudential is doubtless just as 
autocratic and inexcusable and inane 
as the New Jersey iaw (enacted ap- 
parently for the special purpose of 
defending New Jersey companies 
against this kind of autocracy), ap- 
pears to the Massachusetts commis- 
sioner. We regard the New Jersey 
law as extreme,harsh and undesirable, 
but we cannot in this instance recog- 
nize it other than as a weapon of 
defence and as a natural outcome o 
the warfare between the states in 
their efforts to control and regulate 
insurance transactions—a 
function which should naturally be 
exercised by the National government. 

In conclusion, let us say that we ap- 
prove the conservative way in which 
the Massachusetts commissioner has 
made effective his convictions in re- 
gard to the relations between the 
Prudential and the Fidelity Trust. 
We disagree with his views in regard 
to the danger of corporate control of 
stock as compared with individual 
control, and believe that his sug- 
gestion that the present settlement i 
but a “‘truce’’ touches the fuse toa 
train of discussion and possible legis- 
lative action, the exact sequence of 
which cannot be foretold. It not only 
involves a possible separation of stock 
and mutual life insurance, but also 
the expediency of engaging in new 
lines of investment which life insur- 
ance companies, controlled as they are 
by world movements in commerce and 
finance, feel obliged toinvade. The 
things which introduce an element of 
danger in the relationship between 
the Prudential and the Fidelity Trust 
must also exist to a more or less de- 
gree in the relations which now exist, 
and have long existed, between a num- 
ber of other insurance compauies— 
both mutual and stock—and banks, 
trust companies and bond syndicates. 
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EXAMINATION OF THE NEW YORK LIFE INSURANCE CO. 


BY THE NEW YORK INSURANCE DEPARTMENT. 


NEW YORK, August 2, 1904. gage ledgers and cash books, showing original 

HONORABLE FRANCIS HENDRICKS, amount of mortgage and reduction of principal 
Superintendent of Insurance, sum, where such reductions may have been 

Albany, N. Y. made. The amount credited for accrued interest 


Sir: The examination of the New-York Life 00 these investments has been calculated in each 
Insurance Company—made under the direction ©48€, and on the relatively few loans where in- 
of your commission of appointment dated Janu- ‘terest may be past due, the same has been ascer- 
ary 11, 1904—having been completed, I beg to tained in each separate case. The overdue in- 
transmit to you the result of said examination terest for which credit is claimed occurs in only 
in the accompanying report showing the condi- ineteen loans and amounted to $28,319.30. 
tion of the Company December 31, 1903, confirm- All insurance policies securing the Company 
ing the correctness of its annual statement to against loss resulting from fire in buildings 
the Insurance Department for the calendar year erected on mortgaged premises, have been ex- 
then ending, and likewise verifying the annual ®Mmined for the purpose of ascertaining that the 
returns for the four previous years, succeeding ‘fire insurance policies were properly assigned, 
the prior examination made to December 31, 1898. 20d that the amount of insurance was as stated. 


REAL ESTATE. BONDS OWNED. 


At the close of 1902 title was held to 25 pieces Government bonds, State and municipal bonds, 
of real estate as against 71 at the date of previous _ railroad bonds and other bonds of the par value 
examination. Of the 25 pieces now held, 11 of $248,159,010.27, were counted seriatim during 
were acquired by foreclosure, the balance being the month of March last. These securities are 
the Company’s office buildings. The properties carried upon the Company’s books at a “ book 
held under foreclosure are, therefore, 47 less value” of $247,994,383.06. This book value 
than on Dec. 31, 1898. The respective values of represents, in the main, the percentage basis 
these various properties have been appraised by upon which bonds were purchased and is 
the Insurance Department and the appraisers’ adjusted from time to time so as to mature these 
reports are now on file. They show that the bonds at their par value, the adjustment in ques- 
figures representing the total value of these tion being credited or charged to interest account 
holdings warrant the Company in carrying the in order to maintain the true balance of net or 
properties at the book value for which credit ledger assets at the close of each calendar year. 
was given in this report. The market values placed upon these securities 

The abstracts of title to all real estate owned have been authenticated by several of the most 
have been examined by counsel forthe Insurance competent authorities on such matters in New 
Department, and in every case the titles are York City, and the quotations used by the Com- 
shown to be sound and properly vested in the pany December 31 last were regarded by themas 


Company. being conservative and safe. The aggregate 
pany g 
BONDS AND MORTGAGES. market value of bonds, excluding accrued in- 


terest, was $250,140,939.79. The interest accrued 
thereon was $1,714,342.83. There was no interest 
in default on any bonds. In addition to count- 
ing them in their entirety, the further fact that 
the company held absolute title to them was 
shown by tracing their purchase through security 
ledgers to cash books, check books, returned 
checks, etc., etc. 

No credit was taken by the Company in its 
annual statement for 1903, for the market value 
of bonds (exclusive of accrued interest on same) 
over book value. Said excess on December 31, 
1903, amounted to $2,146,556.73, on the basis of 
the valuations to which reference has been 
made. 

LOANS ON BOND COLLATERAL. 


These, to the number of 455, were likewise 
examined by counsel representing the Insurance 
Department, and the reports thereon heretofore 
filed show that the titles to the various properties 
mortgaged are clear and that the Company’s in- 
vestment on this class of securities is a first lien 
in every case. The value of the real estate and 
improvements, upon which the mortgages cover, 
have also been certified to you by your apprais- 
ers, the result of their findings being that all 
mortgage loans are within the excess marginal 
value required by law. The principal sum in- 
vested in these loans aggregates $24,477,786, to 
which is to be added the further sum of $53,983.- 
34, being mortgage indebtedness other than bond 
and mortgage principal. The entire sum which 


your appraisers certify is secured by the value These were found to be five in number, 
of the properties they appraise is, therefore, amounting to $5,280,000. In addition to exam- 
$24,531.774.34. ining the securities deposited as collateral and 


The fact that the balance of principal remain- the accompanying notes, cash books and returned 
ing unpaid was as returned in the Company’s checks were produced as conclusive evidence of 
last annual statement, has been thoroughly _ the fact that the loans had been made as stated, 
checked and verified by an examination of mort- and the securities hypothecated for these loans 
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were found to be as set forth in Schedule C of 
annual statement to December 31 last. 


POLICY LOANS. 


The amount of loans made to policy-holders, 
upon the security of their policies assigned to 
the Company as collateral, was ascertained to be 
$28,502,073.02. Loan notes and assigned policies 
to the extent of about twenty per cent. of the 
total amount were examined. All loans were 
found to be within the cash surrender values of 
the policies assigned. 

OTHER POLICY LIENS. 

“Lien notes” to the amount of $2,202,591.12 
were found to have been executed by policy- 
holders, and in force at the close of 1903. A 
special register is kept for the entry of these 
items. The accuracy of this register was proved 
from the lien notes in force December 31 last. 
The notes run in numerical order upon the 
register and a liberal verification was had by a 
comparison of the notes with the entries in the 
register. 

The Company’s so-called ‘* Blue Notes” are 
merely accommodation notes taken for the pur- 
pose of encouraging premium payments. They 
are sometimes given in advance of executing the 
regular lien notes. They are continually chang- 
ing in both numberand amount. That is to say, 
they are constantly being given and as frequently 
paid. The total as to volume, however, is a more 
or less fixed quantity as to average. The result 
is that if the total amount of blue notes be taken 
at any period since December 31 last, it will be 
found that the total will not vary materially or 
relatively from the amount of these items at the 
close of the last calendar year. A scheduling of 
the files containing these notes was made during 
the course of the examination, taking the files on 
a certain date. The result showed that the blue 
notes then in force amounted to $989,576. It 
may therefore be safely certified to that the 
figure used by the Company as the amount of its 
outstanding blue notes December 31, 1903, was 
correct as returned, viz., $936,693. 


CASH IN BANKS AND TRUST COMPANIES. 


The aggregate amount of cash on deposit to 
the credit of the Company December 31, 1903, 
was checked at $21,996,654.66. Cash on hand 
awaiting deposit wus audited at $129,479.39. Of 
the funds on deposit $17,731,710.20 drew interest, 
the balance of $4,264,944.46 not drawing interest, 
pending investment. In auditing the total of 
cash on deposit, recourse was had to written up 
bank and trust company deposit books on De- 
cember 31; comparing same with check books, 
in cases of active accounts, reconciling differ- 
ences between deposit books as written up, with 
true balances in check books, the differences 
being outstanding checks December 31, not then 
charged in pass books. Examining likewise 


certificates of deposit and other evidence bearing 
upon the various cash deposits of the Company 
throughout the United States and countries 
foreign thereto. 


INTEREST AND RENTS ACCRUED AND 
. DUE. 

The several items under this heading were cal- 
culated and proved to be correct at the figures 
given below and segregated as follows: 

Interest accrued on— 


Mortgage loans....... e-.e-see- $146,699.69 


Bonds owned........-+eeseee-e 1,714,342.83 
Collateral loanS......cccecccsee 66,166.66 
Premium notes, policy loans or 

PB cccces cvvescceccessssceces 163,990.00 
Se GOONER is. ossccsesescess. 30,654.00 
Rents accrued ......--seeseeeees 17,129 45 

Interest due on— 

Mortgage loans ..-..-e++ eevee 28,319.30 


DE GDG cabickdndcndaswesecs ec 18,370.07 








$2,185,672.00 


DEFERRED AND UNCOLLECTED PRE- 
MIUMS. 


The total of these outstanding credits was 
found to amount to $7,958,357.39, exclusive of 
unpaid premiums on new business, for which 
latter no credit was claimed. An average load- 
ing of 224 % was deducted from the total, mak- 
ing the net amount $6,167,726.98, divided between 
$5,631,620.73 of premiums deferred, and $536,- 
106.25 of premiums in course of collection. The 
amount representing deferred premiums was 
arrived at by an inspection of the registers in 
which these deferred items, as of December 31, 
are entered from the register cards of the Com- 
pany, they now containing the data originally 
embodied in the old form of policy registers. 
Each of these cards contains a full description 
of the respective policy it may stand for, includ- 
ing the manner in which premiums are to be 
paid, whether annually, semi-annually or quar- 
terly. A considerable volume of cards was 
traced into deferred registers, the latter then 
being footed and the final recapitulation of foot- 
ings proved with the annual statement figure. 

The method recently adopted by the Company 
in arriving at the amount of its renewal premi- 
ums due on or prior to December 31 of any year 
and not then paid, deserves at least casual notice 
here as being at once unique and effective. Apart 
from saving considerable clerical labor at the 
Home Office, it is comprehensive in rounding up 
at once all uncollected premiums at outlying col- 
lection points. The method safely assumes that 
renewal receipts for premiums which should 
have been paid at the end of the calendar year— 
said receipts being still in the possession of 
cashiers or collecting offices at the close of busi- 
ness December 31—represent uncollected renewal 
premiums. Those having the collection of these 
premiums in charge are instructed in advance to 
advise the Home Office by letter or telegraph, 
depending upon the proximity or remoteness of 
the collection point, of the amount of premiums 
represented by the renewal receipts referred to. 
The total is uncollected premiums other than 
those payable at Home Office, these latter being 
readily ascertained. A review of the advices 
thus received tabulated in schedule form, with 
an additional random, though liberal, verification 
of cashiers’ daily returns subsequent to Decem- 
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ber 31, 1903, showing payments in 1904 of pre- 
miums due in 1903, amply verified and conclu- 
sively audited the correctness of the uncollected 
premiums for which credit was taken in the last 
annual statement. 


LIABILITIES. 


The reserve liability on the Company’s 812,711 
policies representing $1,745,212,899 of insurance 
in force, including additions by dividends, De- 
cember 31, 1903, was computed by the Insurance 
Department of the State of New York and certi. 
fied to by it as being $284,601,581. From this is 
deducted the reserves on policies of reinsurance 
in companies authorized to transact business in 
New York $271,420, making the net reserve on 
policies in force $284,330,161. The present value 
of annuities, including those in reduction of 
premium, was certified to by the Insurance De- 
partment as being $15,760,186, making a total 
net reserve December 31 last of $300,090,347. 
The above official computations were based upon 
a seriatim valuation of the Company’s Three 
Per Cent. Policies, and all policies issued since 
December 31, 1900, valued per the American 
Experience Table of Mortality with 3% interest, 
all other policies being valued on the basis of the 
Combined Experience Table of Mortality with 
4% interest. 

The greater portion of the data furnished the 
Insurance Department by the Company, and 
from which the valuations were made, have been 
examined and the accuracy thereof carefully 
verified by a comparison of the Insurance De- 
partment’s Valuation Registers with the Actu- 
ary’s Registers at the Home Office, together with 
Policy Registers or Register Cards, in order to 
rectify any errors that might have inadvertently 
been made in the compilation of the returns in 
question. 

The present value of amounts not yet due and 
supplementary contracts not involving life con- 
tingencies, computed by the Company, was cal- 
culated upon the basis of the usual compound 
interest tables and checked at $1,041,693.68. 

A liability on policies which had ceased to be 
in force by their terms, but upon which sur- 
render values might be demanded, was audited 
at $69,663.28. 


DEATH CLAIMS, MATURED ENDOW- 
MENTS AND ANNUITIES UNPAID. 


These outstanding obligations growing out of 
insurance, endowment and annuity contracts, 
were audited at $2,580,473.11. But 35,000 of 
this total sum unpaid was found to be in litiga- 
tion December 31. The balance of unresisted 
claims was either in process of adjustment or 
adjusted and not due, or consisted of claims 
which had been reported without proper proofs 
having been received, or represented matured 
endowments unpaid because not yet presented. 
Also certain claims for annuities involving life 
contingencies could not be paid because of the 
fact that these claims had not yet been presented 
by beneficiaries at the close of the year. 





The total amount of outstanding claims was 
checked and segregated as follows: 


Claims for Death- Losses in process 
of adjustment or adjusting not 
GUD 0.600 50s. ccccccesesessonseseseve : 

Claims for Death-Losses which 
have been reported and no proofs 


$575,614.52 





SIU 640 5h055005sseb0sseetscees 1,469,421.03 
Claims for Matured Endowments 
dueandunpaid. (Not presented) 413,529.08 
Claims for Death-Losses resisted 
by the Company.........seee-sseee 5,000.00 
Due and unpaid on Annuity Claims 
involving life contingencies. (Not 
PFESENted ) ..000 cevcee cocccsevcces 116,908.48 
BORE coveseccscecscesscsee seve $2,580,473.11 


The accuracy of the total figures $2,580.473.11, 
reported as amount of claims outstanding, was 
still further confirmed by a thorough inspection 
of the Company’s Claim Registers. The exami- 
nation of these registers consisted of ascertain- 
ing claims outstanding December 31, 1902, to 
which was added incurred claims during 1903, 
this sum being credited with the amount of 
claims paid during 1903, the balance represented 
the amount reported December 31 last. Inci- 
dental to the work of checking and footing 
Claim Registers, the entries in same showing 
payments to beneficiaries were liberally verified 
by calling for returned policies canceled by 
payment thereof and properly released and re- 
ceipted for. The result of this work gives the 
following summation of claims outstanding at 
the commencement of the year 1903, with those 
incurred or maturing during the year, the 
amount paid for similar period, and balance un- 
paid December, 1903: 


CLAIMS BY DEATH. 


Unpaid Death-Claims, December 
31, 1902 


- $2,045,268.85 
Death-Claims incurred during 1903 


16,870,848.45 


#18.916.117 30 
16,866,081.75 





Total ...0. cecces 
Death-Claims paid in 1903.......... 


Death-Claims outstanding Decem- 
ber 31, 1903... .cccccccccvcccese coves $2,050,035.55 





Death-Claims in process of adjust- 
ment or adjusted and not due.... 
Death-Claims reported, but no 
proofs received...... «cs ssseeees 


$575,614.52 


1,469,421 03 








Death-Losses and other Policy- 
Claims resisted.... ..-..se+-.eeeees 5,000.00 
AE. bis cts Rcdednmlnincenas $2,050,035.55 
ENDOWMENTS. 


Matured Endowments unpaid De- 
cember 31, 1902 
Endowments maturing in 1903...... 


WOROP bi scnn0600d0004 20seesseees 
Paid during 1903... .....--s+seeeeeee 


$349,700.38 
4,369,770.01 
$4,719,470.39 
4,305,941.31 


Matured Endowments unpaid 
(claims not presented) December 


Bl, 1908... cccccccccvscccccsccescececs $413,529.08 
RECAPITULATION, 
Death-Claims awaiting payment... $2,050,035.55 

Matured Endowments awaiting 
PAYMENE ....e eee eece rec eecaceeeee ; 413,529.08 


116,908.48 


Annnity Claims awaiting payment. 


Total Policy-Claims await- 


ing payment... .....-+-.+se0- $2,580,473.11 


OTHER LIABILITIES. 


Apart from additional reserve on policies in 
excess of the State’s requirements; 


reserve to 
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provide for dividends payable in 1904, and there- 
after; and reserve to provide for all other con- 
tingencies, all other liabilities were found to be 
$1.764,823.88; made up and audited as follows: 

Premiums paid in advance, including surren- 
der values so applied, $851,905.41. Interest 
paid in advance on policy loans $524,080. Divi- 
dends or other profits due policy-holders, in- 
cluding those contingent on payment of out- 
standing and deferred premiums, $350,960.64. 
Commissions due to agents on premium notes 
when paid $37,467.72. Due and unpaid on sup- 
plementary contracts not involving life contin- 
gencies $460.11. 


ADDITIONAL RESERVE ON POLICIES 


For which the Company voluntarily Sets Aside 
a Reserve in Excess of the States’ 
Requirements. 


This, amounting to $6,859,198, was found to 
have been apportioned as follows: 


On all Accumulation Policies is- 
sued in the years 1895, 1896 and 
1897, the excess of the Reserves at 
American 3}% over the Reserves at 
ES Eran 


On all Annual Dividend Policies is- 
sued up to and including the year 
1897, the excess of the Reserves 
at American 3}% over the Reserves 
Gt ACtRAPIOS Gh. cccce scveesccccece 

On all insurances issued in 1893, 
1899 and 1900 the excess of the 
Reserves at American 3% over the 
Reserves as valued by the Insur- 
ance Department of the State of 
BOO WO Mceveess. seeccnss sescssves 2,717,258.00 


On al) Annuities issued from 1892 to 
1897, inclusive, the excess of the 
Reserves on the French Annui- 
tants’ Mortality Table and 4% in- 
terest over the Reserves at Ac- 
tuaries’ 4%; and on all Annuities 
issued in 1898 and since, the ex- 
cess of the Reserves on the 
French Annuitants’ Mortality 
Table and 34% interest (this basis 
producing a higher Reserve than 
American 3%) overthe Reserves at 
REE Bi 6o6iia vise t08<sccresee 


On all policies issued in Tropical 
and Semi-Tropical regions, an 
extra Reserve to provide for Mor- 
tality in excess of the Actuaries’ 
and American Tables, respec- 
TIVELY... 2000 cccrcvesccccccccccccecs 


On all Sub- stendesd Policies, on 
which an extra premium is 
charged, the excess of the Re- 
serve at the rated-up ages, over 
the Reserves at the actual ages.. 

Additional Reserve on Policies 
whose Accumulation Periods end 
im the year 1904.....c..c.cccccccces 


$1,400,258.00 


1,068,402.00 


704,394 00 


810,583.00 


35,599.00 


585,401.00 


$7,321,895.00 

Deduct Reserves on Reinsurance 
Policies held in English Life In- 
surgnce Companies, said Re- 
serves being valid Assets, though 
not admitted by the Insurance 
Department of the State of New 
York because such companies are 
not doing business in the State 
errr er re 


Total Additional Policy Re- 
CORUG bcc dasccues bicscteiecess 


RECEIPTS AND DISBURSEMENTS 
From December 31, 1898,to January 1, 1904. 


462,702.00 


$6,859,193.00 


A general review in the nature of an examina- 
tion involving an audit at random of the re- 


ceipts and disburgements of the Company since 


its last examination by the Insurance Depart- 
ment of the State of New York, has occupied 
the greater portion of the time spent to com- 
plete the work just concluded and which was 
begun early in February last. A complete 
checking and auditing of these items in their 
entirety, would have been a task so lengthy as 
to be impossible of accomplishment within any 
reasonable period, nor would it, I think, have 
proved more thorough or complete than the 
method adopted, in this and other examinations 
of life insurance corporations of this magnitude, 
of calling for accounts and vouchers at random. 

The bulkiness of this portion of the examina- 
tion work was rendered even more extensive 
than usual in the present instance by reason of 
the numerous returns required by this Com- 
pany of its (approximately) two hundred 
cashiers. who report their premium collections 
and make remittances to the Home Office 
daily. This, as will be seen, would for the year 
1903 involve the handling of some sixty thousand 
separate accounts alone. 

Receipt vouchers to a considerable number, 
covering disbursements on every account, have 
been examined and traced through all subordi- 
nate books of initial entry, from cash to ledger. 
Check books and returned checks were also 
liberally examined in connection with these re- 
ceipts for the payment of moneys by the Com- 
pany. The result of this work, I believe, amply 
justifies the conclusion that all disbursements 
found to have been made incidental to the ex- 
pense of conducting business, were in no in- 
stance excessive, unreasonable or not war- 
ranted. 

The officers and representatives of the Com- 
pany gave your examiners full and free access 
to all its records and aided them in every way in 
their endeavor to accomplish the work thor- 
oughly and expeditiously. Not only was this 
true at the New York Office, but also at the 
Company’s Branch Offices in Paris and London, 
which foreign branches were visited under your 
instructions, based upon the Company’s request 
that its European records and accounts be ex- 
amined and audited. This was done during the 
months of May and June of this year, and the 
total figures for Europe in possession of the 
Paris Office were examined, audited and found 
to be correct as incorporated in the totals 
embodied in the Company’s annual returns to 
the Insurance Department since 1898. Taking 
its condition at the end of that year, as certi- 
fied to in report of examination by Insurance 
Department dated October 16, 1899, and bringing 
the condition of the Company down to December 
31, 1903, as has been done by the examination 


just completed, gives the following: 


CONDITION DECEMBER 31, 1903. 


Net or Ledger Assets December 31, 
1898, as found on aged examina- 
ive cite cevencinves ‘ - $203,496,049.45 

This sum has since bene oanaientad 
from the following sources, and 
these receipts have been exam- 
ined and verified in detail: 
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#67,645,786.94 
Renewal Premiums... 218,096,031.61 


Supplementary con- 
tracts not involving 


life contingencies.. 753,756.39 
Interest and  Divi- 

OE 60-04:< cesses eves 54,755,338 89 
ARE See eee ees 3,938,709.97 


4,273,641 .87 


Total income from January 1, 1899, 


From all other sources 


























to December 31, 1903........ ..e.. 349,466 ,265.67 
Ws ias aAtbsatee boeniawsannde $552,962,315.12 
The following disbursements cov- 
ering same period have been 
checked and audited in detail: 
Claims paid.... ...... $97,912,375.72 
Lapsed, Surrendered 
and Purchased Poli- , 
COBccccscccse « scree 21,802,992.30 
Dividends to policy- 
BOBBED os cccccvccescs 18,619,630.85 
Supplementary con- 
tracts not involving 
life contingencies.. 103,045.38 
Commissions.........- 37,580,952.38 
Salaries, medical fees 
and other charges of 
em ployees..........- 19,215,742.69 
Other Disbursements  13,428,927.21 
Total Disbursements from January 
1, 1899, to December 31, 1903....... 208 663,666.53 
Balence, being net or ledger assets 
December 8381, 1908........++6 soos oe $344,298,648.59 
Non-ledger assets December 31, 1903, 
re rrr 8,353,398.98 
Total admitted assets December 31, 
Sy SRI aS: $352,652,047.57 
Invested as follows: 
Book value of real estate, verified 
by valuation placed upon it by 
appraisers for the New York State 
Insurance Department...........- $12,725,000.00 
Mortgage loans on real estate, the 
latter having been also appraised 
by Insurance Department....... 24,531,774.34 
Loans secured by pledge of bonds.. 5,280,000.00 
Loans made to policy holders...... 28 502,073.02 
Premium notes on policies in force 3.139,284.12 
Book value of bonds, excluding ac- 
Crued interest... ..cccccccccsccccces 247,994,383.06 
Cash deposited in banks and trust 
companies, including $129,479.39 
in Company’s office.............++- 22,126,134.05 
Interest due $28,319.30, and accrued 
$146,699.69, on mortgage loans..... 175,018.99 
Interest accrued on bonds owned.. 1,714,342.83 
Interest accrued on collateral loans 66,166.66 
Interest accrued on premium notes, 
policy loans or liens........-..+++- 163,990.00 
Interest accrued on other assets... 30,654.00 
Rents due $18,370.07, rents accrued 
OE OLA ELT OLED 35,499.52 
Deferred and uncollected premi- 
ums, less 22}% loading........+++++ 6,167,726.98 
Total admitted assets.......... 352,652,047.57 


LIABILITIES. 


Net present value of 
all the outstanding 
policies in force on 
the 3lst day of De- 
cember, 1903, com- 
puted by the Insur- 
ance Department on 
the Combined and 
American Experi- 
ence Tables of Mor- 
tality, with 4 and 3 

per cent. interest... $281,227,489.00 








Same for reversionary 
additions ..........- 


Same for annuities... 


3,374,092.00 
15,760,186 00 





#300 361,767.00 


Deduct net value of 
risks of this Com- 
panv reinsured in 
companies author- 
ized to transact bus- 
iness in New York.. 271,420.00 





rr #300 ,090,347.00 


Present value of amounts not yet 
due on supplementary contracts 





not involving life contingencies. . 1,041 ,693.68 
Liability on canceled policies upon 

which a surrender value may be 

GemOMGad oocs .. 600 coccceses cecsee 69,663.28 
Death-losses in pro- 

cess of adjustment 

or adjusted and not 

GOS ccvcvossncccccesses $575,614.52 
Death-losses_ re- 

ported, no proofs 

a 1,469,421.03 
Matured Endowments 

due and unpaid..... 413,529.08 
Death-losses and 

other policy-claims 

resisted by the Com- 

PONY -occe. voce coccee 5,000.000 
Annuity claims in- 

volviug life contin- 

gencies due and un- , 

BEE pasksscawenbeke en 116,908.48 

Total policy-claims........... 2,580,473.11 

Supplementary contracts not in- 

volving life contingencies due 

ANd UNPBIA.....-.-ececeeccessecess 460 11 
Premiums and interest on policies 

loans paid in advance ..........- 1,375,935.41 
Commissions due to agents on pre- 

mium notes when paid.......----- 37,467.72 
Dividends or other profits due 

POlicy-holders .....+«-seeeseeeeees 350,960.64 
Reserve to provide 

dividends payable 


to policy-holders in 
1904, and thereafter 
as the periods ma- 
ture: 

To holders of 20-year 
and longer period 
policies............+- 

To holders of 15-year 
period policies..... 

To holders of 10-year 
period policies.....- 

To holders of 5-year 
period policies...... 

To holders of annual 
dividend policies... 

Additional reserve on 
policies which the 
Company values on 
a higher basis than 
that used by the In- 
surance Depart- 
MONE... ccccceces « ve 

Reserve to provide for 
all other contingen- 
CIOS o vcccccsccscoccens 


$23,539,923.16 
6,991,284.04 
477,606.72 
375,001.92 


830,915.00 


6,859, 193.00 


8,031,122.78 


Total Additional Reserves.... 





47,105,046.62 


$352,652,047.57 








Total Liabilities............... 








Respectfully submitted, 
Isaac VANDERPOEL, 


Chief Examiner. 
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Insurance Journals worth 
Patronizing 


Insurance Engineering, 120 Liberty 
St., New York, N. Y. Especially devoted 
to engineering matters, particularly in their 
relation to fire insurance. The only pub- 
lication of its kind, aud particularly valu- 
able to insurance experts. 

Price, $3.00 per year; 25c per copy. 


The Insurance Field, Louisville, Ky. 
Branch offices, Chicago and Atlanta. An 
up-to-date weekly newspaper covering all 
departments in the Southern and Western 
fields. Of particular value to agency in- 
terests. Special life insurance supplement 
once a month. Covers its particular field 
better than any other paper. 

Price, $3.00 per year; single copies I5c. 


Insurance Post, Royal Bldg., Chicago, 
Ill. A fortnightly insurance review. 
Strong in its editorial articles and contain- 
ing features of special value to all insur- 
ance men in the Western field. 

Price, $2.00 per year; single copies 15c. 





Insurance Press, 120 Liberty St., New 
York, N. Y. A weekly newspaper cover- 
ing all branches of insurance in the East- 
ern field, as well as general and specific 
information of interest to all insurance 
men. Contains special features in fire and 
life departments not found in other papers. 

Price, $5.00 per year; I5¢ per copy. 


The Standard, 60 India St., Boston, 
Mass. An enterprising weekly covering 
the New England field in all branches 
better than any other paper. Contains 
special features not.found in other publi- 
cations. 

Price, $3.00 per year; single copies Ioc. 


Weekly Underwriter, 58 William St., 
New York, N. Y. A weekly review cover- 
ing all branches, strong in its editorial 
comment and making a specialty of insur- 
ance returns by States. Also has the best 
information respecting State insurance leg- 
islation. 


Price, $5.00 per year; single copies Ioc. 


Western Underwriter, 164 La Salle St., 
Chicago, I11., and Cincinnati, Ohio. A first- 
class weekly paper covering the Central 
Western insurance news better than any 
other publication. Indispensable to fire, 
casualty, and life agents in that section. 
Special monthly issue relating to life in- 
surance. 

Price, $2.00 per year; single copies 15c; 
special life number 2oc. 


BROWN BOOK FOR 1904. 


Benjamin F. Brown has again put upon the 
market his interesting and original compilation 
of life insurance statistics known as the * Brown 
Book of Life Insurance Statistics.” For pains- 
taking accuracy and skillful analysis Mr. Brown 
is unrivalled as a statistician. The ** Brown 
Book” is not a competitive document, nor is it 
used for this purpose to any considerable de- 
gree, but is a book which merits study, and for 
those who have become familiar with its plans 
and purposes, it is one of constant reference. 

The book this year comprises 100 pages of 
statistical matter, with editorial review by Mr. 
Brown. It includes the experience of twenty- 
eight leading companies for twenty years in the 
matter of interest earnings, mortality experi- 
ence, expenses, profit and loss, and waste and 
gain. Mr. Brown’s book, like its author, 
occupies a unique place in the economy of life 
insurance, and to any one who has the industry 
and skill to intelligently study and appreciate 
statistics, this book is worth many times the 
price, $2 per copy. Sold by the Journal of In- 
surance Economics. 


INSURANCE INVESTMENTS. 


Once more the ‘Insurance Press” of New 
York has issued the valuable work compiled by 
S. H. Wolfe covering the question of invest- 
ments made by insurance companies. We re- 
gard this as one of the most important insurance 
publications which have recently come upon the 
market. It is absolutely essential to those who 
are dealing in any degree with life insurance in- 
vestments, and of great usefulness to those who 
may desire to inform themselves regarding the 
investments of particular companies. The direc- 
tory is very complete, containing two classitica- 
tions, first, a list of all forms of investment 
securities, with the names of the companies 
holding these securities and the amounts held by 
them; second, a list of securities held by each 
insurance company. Therefore for reference 
purposes it is complete and we do not hesitate 
to recommend it as a useful and important pub- 
lication, its authorship being a practical guaran- 
tee as to care in compilation. Improvements 
have been made in this second issue which 
greatly enhance its value. Published by the 
‘* Insurance Press,” 120 Liberty St., New York, 
a 












































Cable of Contents 








Fire Insurance. 


Shall Underwriters Meet the Property-Owners Half-Way . : ‘ : . . 139 
An Underwriter’s Talk to Manufacturing Interests . , : F ‘ ‘ . 140 
Henry H. HAtt before the Furniture Association of America. 


Something About London Lloyds . ; : ; ‘ . , ‘ ‘ : - eee 


BrowninG Dick, London. 


Fire Insurance as It Is Observed by an Outside Critic . : ” ‘ ‘ . 
J. G. Warner before the United Typothete of America. 

A Boston Printing Loss and How It Was Adjusted . ‘ ‘ . ‘ ‘ - 149 

Home’s Position in Relation to the Yonkers Injunction . . ‘ . . . 


ee 


Life Insurance. 














Present Status of Sickness Insurance in America , r ‘ ‘ , ‘ . 
’ R. S. Kgetor, M. D., Secretary Philadelphia Casualty Co. 
Downfall of the American Legion of Honor . ‘ , : , ‘ ‘ . 156 
Contributed. 
Increasing Governmental Taxation of Life Insurance . . ‘ F » . . 158 
Emphatic Defense of the Cash Surrender Value . ‘ ; ‘ ‘ ‘ . - 160 
W. H. Dvenr, Boston. 
Investigation of the Washington Life in Progress ; j , , ‘ ; . 165 
Some Questions of Fact and Opinion. ‘ ‘ , R ‘ . 166 
Connecticut Mutual’s New Step Toward Liberalization . P ‘ ‘ . ‘ 167 
SOME JOURNALISTIC ASSETS. Trt 2 7. 2 Ae 
ooeoee 


AGE is an asset in insurance journal- Brown Bo oK 


ism. By diligent effort we have acquired 


this asset. FOR 1904. 
CIRCULATION is another asset. ar apanens 

By attending strictly to business this has Better than Ever. 

been secured. More Complete. New Tables. 
BRAINS is another asset. We are Invaluable to the student of life 

always in the market ready to irvest in insurance economics. 


this kind of security. 


HONESTY of purpose is another PRICE, = $2.00 
asset, best of all. We have tried to put 
in all we can. It has helped us just to try. ADDRESS : 


Journal of Insurance Economics, 


JOURNAL OF INSURANCE ECONOMICS, 





159 Devonshire St., 
159 Devonshire Street, Boston. BOSTON, MASS. 









































C. D. DUNLOP, VICE-PRESIDENT OF THE PROVIDENCE WASHINGTON 
INSURANCE COMPANY. 


MR. DUNLOP, WHO HAS JUST BEEN ELECTED TO THIS IMPORTANT POSITION, HAS BEEN CON- 
NECTED WITH THE COMPANY SINCE 1891, HAVING PREVIOUSLY TRAVELED AS SPECIAL AGENT IN 
THE WESTERN FIELD FOR OTHER COMPANIES. FROM 1891 TO 1895 HE SERVED AS MANAGER OF 
THE COMPANY’S ROCKY MOUNTAIN DEPARTMENT WITH HEADQUARTERS AT DENVER, BUT IN THE 
LATTER YEAR WAS MOVED TO CHICAGO TO ASSUME ENTIRE CHARGE OF THE WESTERN DEPART- 
MENT, INCLUDING THE ROCKY MOUNTAIN TERRITORY. AS A CHICAGO MANAGER MR. DUNLOP HAS 
MADE A NAME FOR HIMSELF, NOT ONLY FOR HIS SKILL IN HANDLING THE COMPANY’S BUSINESS, 
BUT FOR HIS INTEREST IN PROMOTING ENTERPRISES FOR THE IMPROVEMENT OF FIRE UNDER- 
WRITING AS A SCIENCE. AS PRESIDENT OF THE INSURANCE SURVEY BUREAU, AN ORGANIZATION 
WHICH FROM SMALL BEGINNINGS HAS ASSUMED A POSITION OF GREAT IMPORTANCE IN THE 
WESTERN FIELD, HE RENDERED EXCELLENT SERVICE FOR THE ADVANCEMENT OF INSURANCE 
INTERESTS. HIS ELECTION AS VICE-PRESIDENT WILL BRING TO THE PROVIDENCE WASHINGTON 
THE SERVICES OF A TRAINED UNDERWRITER, AS WELL AS ONE WHOSE IDENTIFICATION WITH THE 
LARGER MOVEMENTS OF THE BUSINESS WILL DISTINCTLY ADD TO ITS PRESTIGE AS AN AGENCY 
COMPANY. 


























